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ABSTRACT 
Accounting is a service activity. Its main purpose is to provide quantitative financial 
information for decision making in a business. The accounting activities form a 
progression of steps beginning with observing, then collecting, recording, analysing and 
finally communicating infonnation to its users viz., creditors, investors, Govemment, 
trade unions, management and researchers etc. Such financial information is usually 
reported to the various users through the financial statements which are prepared based 
on certain accounting concepts and conventions. The existing accounting practice of 
preparation of financial statements are based on an important accounting concept namely 
the monetary concept. Money is common measuring unit of transactions which are 
recorded in the books of account. Only those tiansactions which can be measured in 
money are taken into consideration. But with the change in the value of money due to 
inflation the assumption nf a stable monetaiy unit does not hold good and creates a 
number of problems in the preparation of accounts in various ways. Thus the subject of 
inflation accounting now a days has received a wide attention in financial accounting due 
to inflation prevailing in many countries in the world. This has attracted wide attention in 
financial accounting in the last few decades. The tenn 'inflation' which means either an 
increase in general price level or decrease in purchasing power of money came into use in 
the latter half of the 19"^  centuiy and into general use in about 1915 during the First 
World War. In India, it was started in the beginning of the Second World War. Therefore, 
the inflationary trend has become one of the realities of economic life. The economic 
activities of business are recorded by the present historical cost accounting system that 
applies money as the common scale of measuring all activities. As the money scale of 
measurement is continuously undergoing changes, the fmancial statements prepared on 
historical cost basis presented a highly distorted view of the income and fmancial 
position of business concerns. Income is highly overstated with the result that higher 
taxes, bonuses and dividends are to be paid. This resulted in erosion of capital of a 
company. Inventory is not realistically valued. Fixed Assets shown in the balance sheet 
become a meaningless conglomeration of resources purchases at varying costs in 
different years. Depreciation charge was for less than it should have been. The inflation-
affected fmancial statements hampered the ability of investors, creditors and others to 
derive useful information to make proper investment decision. As a result a feeling is 
cropping up in India among accountants, members of professional bodies, research 
organizations and academics that keeping in view the drawbacks of historical cost 
accounting, there is a need to restructure historical cost based fmancial statements for 
accurate measurement of profit and reliable reporting of fmancial position. Inflation 
adjusted fmancial statements would not only achieve the objective of reliable profit and 
financial position measurements but would also prove useful to managements and 
external users in their decision-makings. . Inflation accounting is a generic expression 
connoting any of the phrases likes accounting for prices level Changes (APC) price level 
accounting, replacement cost accounting, cunent cost accounting (CCA), general 
purchasing power accounting (GPPA).. 
H.W. Sweeny in his publication known, as Sweeny's Stabilised Accounting 
published as early as 1936 in West Germany studied Inflation Accounting as a systematic 
way in the early part of this centuiy. hi his pubUcation he proposed an accounting 
technique to deal with changing price level. 
A study conducted by the American Institute of Certified Public Accountants 
(AICPA)in 1948, felt that no basic change in the accounting treatments of depreciation of 
plant and equipment is practicable under present conditions to meet the problem created 
by the decline in the Purchasing power of dollar. The AlCPA in 1963 advocated inflation 
accounting very seriously in a study entitled "Reporting the Financial Effects of Price 
Level Changes". About six years later, the accounting Principles Board of AICPA 
published its Statement No.3 in June, 1969 on Financial Statements restated for general 
pries level changes". The Financial Accounting Standard Board (FASB) was formed in 
1973. It prepared a few exposure drafts and brought out some standard most notables 
among them is Financial Accounting Standard (FAS)-33 issued by it in 1979. Besides, 
the Securities and Exchange Commission (SEC) also contributed to the discussion by 
issuing 'Accounting series release (ASR) 190" to provide additional information on the 
estimate cost of replacing the inventories etc. Until very recently SFAS-33 was emerging 
as the conect accounting for price level changes (APC) standard in the U.S.A. But in 
December 1986 another Standard was issued entitled SFAS-89 by the FASB, which 
emerges as the latest APC standard in the U.S.A. 
A study conducted by Institute of Chartered Accountants in England and Wales 
published in January 1973. As a companions to the Exposure draft (ED 8) on 
"Accounting for Changes in the Purchasing Power of Money" issued by the Accounting 
Standard Steering Committee (ASSC). The Exposure Draft (ED 8) was debated at length 
and in May 1974 it was followed by ASSC's Statement of Standard Accounting Practice 
(No. 7 in a series of SSAP's). This document, provisional in its nature, required the 
quoted companies to provide inflation adjusted accounts prepared under historical 
conventions. 
Sandilands, F. E. P., in his report known entitled "Sandilands Committee Report" 
London 1975 studied that the first recorded statement on Accounting for Price Level 
Changes (APC) in the Accounting principle No. 12 released by the Institute of Chartered 
Accountant of England and Wales (ICEAW) in Januaiy 1949. After those may statements 
and standards were issued on the subject till the inflation accounting committee was 
appointed. The Government of U.K. setup a Inflationaiy Accounting Committee in 
Januaiy, 1974 under the ChaiiTnanship of F.E.P. Sandilands the then Chancellor of the 
Exchequer in the United Kingdom The object of this Committee known as Sandilands 
Committee to study the effect of the inflation on accounts and suggest remedial measures. 
The Sandilands Committees presented its report to British parliament in 1975, and 
recommended the curtent cost accounting (CCA) a the device to reflect the affects of 
inflation. Based on Sandi lands committee Report, the Accounting Standard Committee 
(ASC) issued Exposure Draft 18 in November, 1976. ED-18 required the companies to 
give inflation-adjusted accounts in the primaiy financial statements, however due to some 
technical flows Ed-18 was shelved and fresh discussion started in-this regard. Then 
accounting Standard Committee appointed a committee popularly known as Hyde 
Committee in 1977. The Conunittee issued the guidelines known as Hyde Guidelines " 
in 1978. In 1979, it was proposed that "Hyde Guidelines" should be made mandatory. 
, Baxter W. T., in his book entitled "Accounting Value and Inflation" McGraw Hill 
U.K. 1975 discussed that accounting grew up as a day by day record of business dealings. 
Its figures are a series of snapshots, each a glimpse of some event as it happen. 
An article entitled "Current Cost Accounting -Some Basic Problems" by Fisher, 
John pubhshed in U.K. 1976 make a comprehensive study of Accounting Price Level 
Changes (APC) standard is SSAP-16 which was issued in March 1980. Although it is 
mandatoiy and calls for a complete set of cunent cost statements including an income 
statement and balance sheet many companies have shown reservation in complying with 
it. Despite very high degree of resistance or reservations shown by the companies it 
sui^ vived because it (SSAP -16) has many stiong points in favour of it. 
Walter B Meigs and Robert P. Meigs in 1983 in his book entitled "Accounting- the 
basis for Business Decisions" discussed on "Inflation - The Greatest Challenge to 
Accounting" they define inflation as either an increase in the general price level or a 
decrease in the purchasing power of the money (Dollar). The general price level is the 
weighted average of the prices of all goods and services in the economy. Changes in 
general price level are measured by general price index with a base year assigned a value 
of 100. The index compares the level of cunent prices with that of the base year. 
An article entitled " The Inflation Accounting Cycle: A British - Australian 
Comparative Perspective by Burrows, G./ Rowles, T. in 1998 This paper seeks to extend 
understanding of the 'accounting-cycle' hypothesis by comparing the Australian, and 
United Kingdom (UK) experiences with inflation accounting. The existence of'cycles' in 
accounting standard setting was first suggested in respect of inflation accounting by 
Mumford (1979), and subsequently generalised by Nobes (1991). 
Gupta Ramesh in 1976 in his book entitled "Inflation Accounting" explain that the 
SSAP-16 came into effects since Januaiy 1, 1985 and is applicable to all the listed and 
unlisted companies except those small nonrealistic companies which satisfy at least two 
of the following three criteria namely (a) turnover is less than $ 5 million per annum, (b) 
balance sheet total in historical cost accounts at the beginning of the period is less than 
$250000, (c) average number of employees is less than 250. 
Porwal L.S., and Mishra, N., investigated into corporate practices in inflation 
accounting m India. They approached 235 large private and public sector companies in 
India through questionnaires sent by mail and through personal interviews. 80 companies 
out of 275 companies responded to their study, which is 34 per cent of the total sample. 
These companies were from all-important industiial groups like tiade, finance and others, 
and were scattered all over the country, i.e., a fairly representative study. The study was 
mainly divided into two parts. First part investigates the need felt by corporate managers 
for inflation accounting and the second part deals with a study of the inflation accounting 
practices adopted by some of the responding companies. 
Nigam, R.S., Delhi School of Economics (1983) surveyed the Inflation 
Accounting in the Developing World. He noted that in the developing world, in Trinidad 
and Tobago, some serious efforts have been made in recent years and a high level 
committee (popularly named after its Chairman Mr. Joseph Punder) was set up by the 
Cabinet on September 22, 1977, with the following terms of reference. 
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Parchure Rajas 1987 in his book entitled "Inflation and Accounting Theory" 
observed that the inflation accounting is a subject which gained widespread use in US, 
UK, Canada, Australia, the Latin American and the Scandinavian countries. In India too 
there has been a continuing discussion on this subject in which accountants, economists, 
industrialists and the government have participated. 
Vemonkam in 1990 his book entitled " Accounting Theory" they discussed 
inflation accounting. He defined the tenn inflation which is usually understood by the 
people to mean an excessive in rise in price. 
. Gupta. R. L., and Radhaswamy. M (1991) in his book entitled 'Financial 
Accounting' explain inflation accounting the recording of business tiansaction under the 
assumption that monetary unit is stable as known as historical cost approach (HCA). 
The Inflation- Accounting itself is neither homogenous nor unanimous but their 
front against historical cost accounts is a united one. There are two alternative approaches 
to modifying our accounting process to cope with inflation have received much attention. 
One is to adjust historical cost figures for changes in the purchasing power of the 
monetaiy unit and the second is to use cunent values instead of historical cost in 
preparing financial statements. The former is a pure scale adjustment for changes in the 
measuring unit i.e., the purchasing power of the mpee and known as the cunent 
purchasing power method. The second involves regular valuation of assets and deals with 
specific price changes of individual items held or dealt with by the finn. This method is 
known as cunent cost accounting (CCA). These two approaches enjoy the majority 
adherents. Also, the real replacement cost accounting method is a middle- of- the road 
approach based on replacement cost accounting and general purchasing power 
accounting. Another approach that has lately emerged on the accounting horizon is the 
cash flow accounting. All these approaches are different in substance and in technique 
from one and another. 
The origin of purchasing power accounting is usually traced to H.W. Sweeney, in 
his book Stabilised Accounting first publication in 1936. Since then a large number of 
individuals and institutions have worked on the method with a view to developing it as a 
useful and practicable method of price level accounting. 
This method is also called by different names such as General Purchasing Power 
Accounting (GPPA), General Price-Level Accounting (GPLA) or Constant Rupee 
Accounting and Constant Dollar Accounting (used in U.S.A.). The objectives of this 
method are to show the affairs of a fmn in ternis of a unit of measurement of constant 
value when cost and prices are changing. The purchasing power accounting method 
drives theoretically from the rule that the profit of a firm should be so computed as to 
maintain intact the purchasing power of the shareholders capital originally invested in the 
business. The method involves expressing historical cost accounts in terms of purchasing 
power units rather than money. Thus, the methods eliminates the effects on account of 
changes in the value of money. 
The required adjustments are made on the assumptions that each and eveiy 
ttansaction tak^s place evenly during the year i.e., at the average price level of the year. 
Average price index is calculated by taking the average of the index numbers at the 
10 
beginning and at the end of the period in case information regarding average index is not 
available. 
General Purchasing Power refers ability to buy all types of goods and services 
available in the economy and it is measured by changes in the general price level based 
on approved general price index at a given date. A price index here means a ratio that 
express the relationship between the price of a given object (or service) at a specific time 
and the price of the same object during a period selected as a base year assigned a value 
of 100. For example, if a building has been purchased on Januaiy 1, 1985 for Rs. 50,000 
when the general price index was 100. The general price index of Januaiy 1, 1990 was 
200. Here the cost of building in ternis of mpee on January 1, 1990 v/ould be Rs. 
1,00,000 (i.e., 200/100 x 50,000). Thus, the general price level adjustment restates 
financial data by bringing past rupee amounts in line to cunent rupee purchasing power 
by general index multiplier or conversion factor which measures the relationship between 
the cuiTent price index and the price index at the time of acquisition of the asset. This can 
be expressed by the following formula: 
Average price index for cunent year 
Historical cost x = Equivalent number of cunent rupee. 
Index at the date of historical cost 
Current Purchasing Power Accounting (CPPA) provides necessaiy information 
regarding purchasing power gain and loss resulting from holding monetary items to the 
management for decision making. Besides, this approach removes the shortcomings of 
money as a measuring rod during inflation and seeks to remove the negative effects of 
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changes in the value of the mpee. It does not consider changes in the specific prices. 
Finally, this method is simple to apply and is not very expensive. 
Cunent Cost Accounting (CCA) Method: This method differs from General 
Purchasing Power Accounting and has now emerged as an important variant of the 
replacement cost. This method was fust suggested in 1975 by the Sandilands Committee 
- an independent committee of inquiiy into inflation accounting appointed by the 
Government of U.K. under the Chairmanship F.E.P. Sandilands, the then Chancellor of 
the Exchequer in the United Kingdom. Hard on the heels of Sandilands Committee 
Report (1975) came Exposure Draft (ED) - 18 issued by the Inflation Accounting 
Stieering Group (lASG) also known as Moipeth. ED-18 required the companies to give 
inflation-adjusted accounts in the primaiy financial statements. However, due to some 
technical flows ED-18 was not well received. After considerable study and debate, in 
1980, the Accounting Standard Committee in U.K. issued the standards on this subject 
i.e., "Statement of Standard Accountmg Practice (SSAP) -16". Until 1985 SSAP-16 
remained as the current accounting for price level changes (APC) standard despite many 
shortcoming leveled against it. Exposure Draft (ED) 35 was issued in 1985 as proposed 
successor to SSAP-16. The ED-35 (Accounting for the effect of changing price) will 
apply to all listed companies that are neither value-based nor wholly- owned subsidiaries. 
The Cunent Cost Accounting may be defined as " a foim a accounting where all 
assets are shown at cunent replacement value othei'wise named as entry value and all 
liabilities are shown at present value". The main object of current cost accounting is to 
provide useful infonnation that is available from historical cost based accounts alone, for 
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the guidance of the management and outsiders (Shareholders, Creditors, Potential 
Investors, Tax Authorities etc.) on certain important issues such as financial viability, 
return on investment, pricing policy, cost control and distribution decision and gearing. It 
seeks to judge the ability of the business to perform in the future as in the past and pays 
dividend or finances expansion with out requiring new external financing. 
Beside, this method is based on an economic theory of value and reflects a 
conect profit after matching cunent costs with cun'ent revenues and gives a conect 
valuation of assets and liabilities in the balance sheet at their cunent value. 
Cunent cost accounting differentiates between operational gains and holding 
gains. Operating gains are defined as revenue less cunent cost of assets consumed. 
Holding gains are the gains that result from an increase in the value of pliysical assets 
owned by the finn. Holding gains should be retained in the finn so as to provide 
sufficient capital for maintaining the physical capacity of the business. Only operating 
profits are distributable profit. 
The current cost accounting makes three main adjustments to trading profit 
calculated on historical cost basis before interest. These three adjustments are: 
depreciation adjustments. Cost Of Sales Adjustment (COSA) and Monetai^ Working 
Capital Adjustment (MWCA) besides gearing adjustment under which the curtent cost 
profit attributable to shareholder is obtained. 
Cost of Sales Adjustment (COSA) represents the difference between the current 
cost of inventories at the date of sale and the amount charged as the cost of goods sold in 
computing historical cost profit. 
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The next item in the preparation of cunent income statement for the cunent 
financial year is the depreciation adjustment. This reflects the difference between 
depreciation calculated on cuiTent cost and depreciation already charged on the basis of 
historical cost income. 
Another adjustment called as the monetaiy working capital adjustment (MWCA) 
reflects the amount of addition (or reduced) finance needed for monetary working capital 
as a result of changes in the input prices of goods and services used and financed by the 
business. Monetary working capital is the aggregate of (trade debtors + B/R + repayment 
+ amount of the stock which has not been included in the cost of goods sold) minus (trade 
creditors + B/P + that part of the bank overdraft which is related with the stock). At the 
time of raising prices, a business needs more funds to finance monetary working capital. 
This adjustment reflects the additional need of funds. 
The inflation accounting practice in foreign countries viz.. United State of 
America, United Kingdom, Canada, France, Belgium, Sweden, Japan, Germany, 
Austialia and Italy was made. The accounting for inflation has been in practice for quite 
some time of these countiies during the last four decades there have been several 
proposals on how financial statements should be adjusted to show the effects of inflation. 
The earlier suggestions were to adjust the financial statements using general price index 
such as consumer price index. For example, in the U.K., SSAP-7 in 1974 and in the 
U.S.A. APB statement number 3 in 1969 and FASB statements in 1974 were suggested. 
These proposals were criticised because they did not indicate the effects or the changes 
specific to a particular enteiprise, Price change for a given enterprise may vaiy 
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considerably more or less than the general price changes. The next move came from the 
government sources and the suggestion was to move from historical cost to some form of 
current value accounting based on the concept of revaluing physical assets such as 
building, machinery and inventoiy in their value to the business. In the U.K. Sandiland's 
Coimnittee 1975, in the U.S.A. Security Exchange Commission's ASR-190 in 1976 
suggested to revaluate the assets. However, the replacement of historical financial 
statements by the full-scale cunent cost financial statements as primary statement was 
first suggested in 1980 by the U.K's SSAP-16. The issuance of SSAP-16 is still 
considered an important landmark in the histoiy of British accountancy. 
Recent proposals have abandoned the complete restatement approach in favour of 
supplementary disclosure. The accounting profession in various countiies had adopted 
different experiments with different approaches and alternatives in apparent recognition 
of the fact that there is theoretically no right answer and infoiTnation provided by 
different methods of accounting for changing prices may prove valuable to different 
readers. These proposals are: in the U.S.A. SFAS-33 "Financial Reporting and Changing 
Prices" issued in Sept. 1979 by the FASB. In Canada Section 4510 of CICA Hand Book 
"Reporting the Effect of Price Changing" issued in December 1982 by the Canadian 
Institute of Chartered Accountants, Toronto. In Australia, Selective Exposure of 
Proposed Statement of Accounting Standard: 'Cunent Cost Accounting issued in July 
1982 by the Australian Accounting Research Foundation, Melbourne. In the U.K. SSAP-
16 'Current Cost Accounting' issued in March 1980 by the Accounting Standard 
Committee, London. The above proposals are not exhaustive but represents the serious 
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effects made to come up with right answer for concepts and methods of adjusting 
financial statements for price changes. Thus, a most of the practices described above tend 
to reduce otherwise inflated profits resulting from changes in the price level, some might 
be considered sound, consistent, even standardised, others appear arbitrary and 
manipulative. But one fact is clearly evident, that these are not isolated example but 
practices that are being now adopted in a widespread manner. True these radical 
departure from our accounting standards are the results of multitude of influences. 
The present position is that though there are veiy few countries which have 
officially adopted APC either as a superior substitute for historical cost accounting or 
supplementary to it but a general consensus is yet to be obtained as to the proper APC 
standard to be perused. Obviously, tiiere was never a consensus on any one method. 
The study of inflation accounting practices adopted by some companies in India's 
coiporate sector like Ashok Leyland Limited, Bharat Heavy Electricals Limited (BHEL), 
Carborundum Universal Limited and Voltas Limited. These companies used inflation 
accounting methods in preparation of their financial statements. The companies under 
study used the inflation-adjusted infonnation up to 1974 (Ashok Leyland, Carborundum 
Universal Limited) while Bharat Heavy Electricals Limited used current cost accounting 
method up to 1984-85. These companies responded that they have used the inflation 
accounting methods just to know the impact of inflation accounting and for information 
purpose only. They are not intending to do the same in subsequent years. The greatest 
obstacles in the way of adoptmg inflation accounting were: practical difficulties in its 
implementation, non-acceptance of the final accounts for tax purposes, and difficulty in 
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understanding such accounts. The non-acceptance of inflation-adjusted accounts by the 
tax authorities seemed to influence, implicitly or explicitly, the minds of most of the 
executives. Although depreciation is an important factor influencing the accounting 
results of a business enterprise during inflation, it is not adjusted for inflation even for 
management accounting purposes. The methods of inventoiy valuation followed by 
companies are of little help in countering the adverse impact of inflation on business 
results. Inflation accounting by and large is done for management use only. The basic 
objective of financial reporting does not seem to be considered significant in India. It is, 
therefore, desirable to intioduce inflation accounting in the Indian business, although the 
reasons given by the respondents to support the use of inflation-adjusted information 
differed a lot. 
Therefore, we shall now venture to offer some suggestions for consideration by 
the Government, professional bodies industiy and other users of financial statements. It 
must, however, be borne in mind that until now no method which is acceptable to all has 
been evolved. Our conclusions and suggestions to initiate the implementation of inflation 
accounting techniques are as follows. 
Accounting for inflation has been under consideration for quite some time but the debate 
still remains inconclusive. During the past four decades there has been several proposals 
on how financial statements should be adjusted to show the effect of inflation when there 
were violent fluctuations in prices. The financial statements prepared on historical cost 
basis have become highly distorted. Balance Sheet of a business does not reflect true 
value of assets and liabilities and the profits of different periods become incomparable to 
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the present day. Also, the information disclosed by financial statements raised doubts 
regarding the soundness of investment decisions during inflation and hampers the ability 
of investors, creditors and others to derive useful infomiation to make proper investment 
decisions and their appraisal. 
Inflation makes a monetary liability less burdensome. The purchasing power 
represented by claims of creditors falls during a period of inflation representing a gain to 
business. At the same time, on the other hand, there is fall in the purchasing power of a 
bank deposit or an amount due from debtors, thus representing a loss to business. These 
gains and losses are in thi nature of costs of holding monetaiy assets and liabilities and 
should be taken into account while considering the effects of price changes on historical 
cost accounts 
As regards approaches to inflation accounting, efforts made so far evolve a 
method of accounting for inflation have not succeeded. Attempts are of course, being 
made in this direction. The primaiy reason for this situation seems to be a lack of clarity 
regarding the objectives of collecting and supplying relevant accounting information. 
Suggestions 
In view of the above analysis and discussions, the following may be suggested as 
points to be adhered to while adopting a system of inflation accounting. 
* First of all, there is a need to set up a high level committee. The problem of 
changing prices is going to stay more or less pemianently. Consequently, serious efforts 
should be made by all concerned to evolve a system of accounting that can take care of 
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both inflation and deflation. Accounting system is a function of legal, social, political, 
economic, and other types of environment prevailing in a countiy. We need a system of 
accounting, which can meet the present and future needs of all types of users as also of 
the society. Professional bodies and academics have an important role to play in shaping 
the accounting system. In the U.S.A., the U.K., Canada, Australia and France and many 
other countries, professional bodies have been doing a lot in this regard. In India also, the 
Accounting Standard Board of the Institute of Chartered Accountants of India (ICAI) and 
Institute of Cost and Works Accountants of India (ICWAl) have been issuing standards 
Fifteen standards have been issued so far, which are almost wholly based on International 
Accounting Standards. India has a dominating public sector. Its requirements have also to 
be kept in view while issuing standards in India. It is suggested that a committee on the 
pattem of Accounting Standards Committee (ASC) of U.K. or Financial Accounting 
Standards Board (FASB) of U.S.A. should be formed in India. Such a committee should 
be representative body of financial accountants, cost accountants, management 
accountants, government accountants, public sector accountants and leading academics in 
the accounting area. This Committee comprising of accounting professionals, 
intellectuals and social thinkers should engage itself into studying the problem and came 
out with remedies and important in the system of presenting accounting inflation with 
view of in computing inflationaiy trends in the data. 
* . The auditing profession should review its responsibilities from time to time in 
view of the certification regarding 'trae and fair' and also the new horizons of their 
profession recently opened and recognised like social audit requirement in India. In order 
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to gain exact information of the tine profit situation all enterprises engaged in industry 
and commerce, and other enterprises with significant non-monetary assets, determine at 
least for internal puiposes the amount of profit that is required to preserve the operating 
capacity capital of the enterprises, and thus for the continuation of the enterprise and the 
security of its jobs. The results of this exercise may be disclosed in directors' annual 
reports to shareholders. 
* All companies should adopt accounting for inflation so that they can constantly 
monitor whether or not they are maintaining their real capital. 
* The system of accounting for inflation should be so designed that ihe accounting 
measurement generated by it are useful to the internal as well as external users. If it is 
feasible for the management to publish these measurements with their annual balance 
sheets, they must publish it. However, it must be carefully reviewed before publication so 
that the supplementary information is technically sound and is useful to its users. This 
would be vouched by an independent auditor. 
* In view of the fact that the application of general price level adjustment method is 
valid, it is recommended that all enteiprises in India should use this method to account 
for price level changes. The Government agencies and other bodies should undertake the 
task of preparing and publishing the indices of various types which could be for this 
purpose. The enterprises should build up their accounting system in such a way that the 
balance sheet for present year indicates the value of assets on current purchasing power 
and not on historical or written down value. 
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* To provide infomiation partially in notes appended to financial statements or as 
supplements can only be a temporaiy solution. In the long run, the effects of material 
price change events will have to be recognised in the basic accounting model if financial 
reporting is to be useful in decision making. 
* After proper empirical experimentation the feasibility of substituting allocation 
basis of accounting with cash flow accounting should be examined over the long run for 
reason cited earlier. 
* Finally, the solution to the problem of inflation accounting should not be on an 
adhoc basis. In fact, we should make efforts to devise a method of accounting which has 
a built in mechanism to adjust to changing (increasing or decreasing) prices. This method 
should be sound in theoiy and help the users in making rational economic decisions. An 
effort has been made during the past decade by some well-known academics and 
professionals to examine the possibility of adopting Cash Flow Accounting (CFA). It is 
claimed that the proposed Cash Flow Accounting, besides taking care of most of the short 
coming of the General Purchasing Power Accounting and Current Cost Accounting, 
provides good indicators of liquidity and performance of a business enterprise which are 
essential for making wise investment decisions. It automatically makes adjustments for 
increasing or decreasing price and has a proper rationale. The cash flow accounting 
should appear as supplementaiy statements to the conventional accounts of an enteiprise. 
As time passes and the users of financial statements gain sufficient knowledge about the 
usefulness of cash flow accounting infonnation, the conventional profits and loss account 
can be dispersed with and replaced by a statement of cash flow. Certain modification to 
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the historical cost balance sheet would also be necessary to introduce cash flow 
orientation into the position statements. 
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Inflation has become an important and constant fact of life in almost all the countries of 
the world. This has attracted wide attention in financial accounting in the last few 
decades. The term 'inflation' which means either an increase in general price level or 
decrease in purchasing power of money came into use in the latter half of the 19''' century 
and into general use in about 1915 during the First World War. In India, it was started in 
the beginning of the Second World War. Therefore, the inflationary trend has become 
one of the realities of economic life. The economic activities of business are recorded by 
the present historical cost accounting system that applies money as the common scale of 
measuring all activities. As the money scale of measurement is continuously undergoing 
changes, the financial statements prepared on historical cost basis presented a highly 
distorted view of the income and financial position of business concerns. Income is 
highly overstated with the result that higher taxes, bonuses and dividends are to be paid. 
This resulted in erosion of capital of a company. Inventory is not realistically valued. 
Fixed Assets shown in the balance sheet become a meaningless conglomeration of 
resources purchases at varying costs in different years. Depreciation charge was for less 
than it should have been. The inflation-affected financial statements hampered the ability 
of investors, creditors and others to derive useful information to make proper investment 
decision. As a result a feeling is cropping up in India among accountants, members of 
professional bodies, research organizations and academics that keeping in view the 
drawbacks of historical cost accounting, there is a need to restructure historical cost based 
financial statements for accurate measurement of profit and reliable reporting of financial 
Ill 
position. Inflation adjusted financial statements would not only achieve the objective of 
reliable profit and financial position measurements but would also prove useful to 
managements and external users in their decision-makings. 
Therefore, there is a need to study, in depth, inflation accounting practices in 
Indian companies. This study will therefore, examine the existing system of inflation 
accounting as it operates in Indian corporates. 
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CHAPTER-1 
STATEMENT OF PROBLEM AND CONCEPTUAL FRAMEWORK 
Introduction. 
Accounting is a semce activity. Its main puipose is to provide quantitative financial 
infonnation for decision making in a business. The accounting activities form a 
progression of steps beginning with obsei^ ving, then collecting, recording, analysing and 
finally communicating infonnation to its users viz, creditors, investors. Government, 
tiade unions, management and researchers etc. In other words accounting process 
involves the accumulation analysis, measurement, interpretation, classification and 
summarization of the results of each of the many business transactions that affect the 
business concern. Such financial infonnation is usually reported to the various users 
tlnough the financial statements which are prepared based on certain accounting concepts 
and conventions. A concept is known to be an abstiact idea serving a systemizing 
function (Kohler)^ Convention, on the other hand, refers to a statement or rule of 
practice which by common consent expressed or implied is employed in the situation of a 
given class of problems or guides behaviour in a certain kind of situation^. 
The existing accounting practice of preparation of financial statements are based 
on an important accounting concept namely the monetaiy concept. Money is common 
measuring unit of transactions which are recorded in the books of account. Only those 
tiansactions which can be measured in money are taken into consideration recording in 
the books of account. In India, this measuring monetaiy unit in 'rupee' (dollar in the 
U.S.A. and pounds in the U.K.) etc., is stable and that fluctuation in value of money may 
be ignored in the preparation of accounts. But with the change in the value of money due 
to inflation the assumption of a stable monetaiy unit does not hold good and creates a 
number of problems in the preparation of accounts in various ways, thus, the subject of 
inflation accounting now a days has received a wide attention in financial accounting due 
to inflation prevailing in many countiies in the world. Because of the increase in prices, a 
demand has been made accounting that business enteiprise should prepare inflation 
adjusted financial statements in place historical cost based financial statements. Since this 
historical cost accounting does not contain useful infonnation to satisfy the needs and 
puiposes of management as well as external users. Historical cost accounting also known 
as conventional accounting, records tiansactions appearing in both the profits and loss 
account and balance sheet in monetaiy terms which reflect their liistorical cost. Historical 
cost is a concept that relates to the cost was actually incuned or the amount was actually 
paid in acquiring the assets or services. Historical cost, therefore, means the original cost 
or the acquisition cost. The historical principle requires that accounting records which are 
maintained at original transaction prices and these values are retained though out the 
accounting process to serve as the basis for values in the financial statements. Also, the 
historical cost accounting is based on the realisation concept which requires the 
recognition of revenue when it has been realized. The realisation concept has an 
important implication affecting both the profit and loss account and the balance sheet. 
This concept requires that only realised revenue should be included in the income 
statement. 
The historical cost accounting has certain advantages. It is considered free from 
bias, more reliable and independently verifiable. It reduces to a minimum the extent to 
which the accounts may be affected by personal Judgments of those who prepare them, it 
is the only legally recognised accounting system accepted as a basis of taxation, dividend 
declaration etc. Finally, historical cost accounting is least costly to society considering 
the costs of recording, pi eparing, reporting and auditing. 
However, historical cost accounting is suffered from serious limitations. 
Firstly, the historical accounting is based on the assumption of stable monetary unit, 
which assumes that there is no inllatioii. This assumption does not prove Iruc during 
inflation which changes are found in general price level or specific price level. 
Secondly, it does not match currant revenues with current costs of operations. While 
some costs like wages and other operating expenses reflect current costs but the other 
costs like of goods sold and depreciation may not represent the current costs. 
Accordingly, historical cost accounting results to report overstated profit during a period 
of increasing prices. This overstated profit in historical cost accounting is not the real 
profit but exaggerated and illusoiy. Because as per the historical cost convention, fixed 
assets of an entei"prise are taken for depreciation puipose to have been purchased at 
unifonn prices though in practice they are purchased at various prices in the past. The 
total amount of depreciation provided over the working life of the asset is equal to the 
original money cost of asset if we assume that the scrap value of the asset is nil. Then it is 
obvious that there would be no difficulty in financing the replacement of the used up 
asset if the prices have not changed. But with the changes in prices replacement of assets 
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becomes difficult. It is so because the depreciation provision based as it is on the original 
money investment in fixed assets represents an amalgam of cost incuned at various 
points of time and does not represent the same amount of purchasing power as was 
originally invested in the assets exhausted during the operation. This results that when the 
level of prices goes up the historical cost basis of depreciation provision causes a gap 
between the annual depreciation provision and the cost of the used up portion of the asset 
both measured in teims of purchasing power. Such difference is cumulative in nature 
over a long period of time and leads the fnin into critical position to replace fixed assets 
Thirdly, the balance sheet prepared on the basis of historical cost accounting docs not 
tiuly represent the resources held by an enterprise at the balance Sheet because on the 
balance sheet the assets are represented at lower amounts because fixed assets are 
recorded at the original monetaiy costs invested at the time of their acquisition. 
Fourthly, another factor responsible for causing distortions to historical cost accounting is 
the cost of inventoiy which is shown at cost or market price which is lower. Sales, on the 
other hand, are shown at cunent purchasing power of the rupee. Thus, profit disclosed by 
financial accounting based on historical cost accounting does not represent increase in 
wealth of business in teims of the cunent purchasing power because inventoiy is not 
realistically valued at their current value. 
Finally, the other factor responsible for distortions to historical cost accounting is 
purchasing power gains and losses which occur simply because a concern is holding 
some monetaiy liabilities and assets. These results gain or lose purchasing power during 
inflation. These gains and losses are in the nature of costs of holding monetaiy assets and 
liabilities and should be taken into account which considering the effects of price charges 
on historical cost accounting. 
In view of the above mentioned drawbacks of historical cost accounting, there is a 
need to restructure historical cost based financial statement or to develop alternative 
accounting system for accurate measurement of profit and reliable reporting of financial 
position. Inflation adjusted financial statements would not only achieve the objective 
reliable profit and financial position measurements but would also prove useful to 
management and extenial users in their decision making. Since the high rate of inflation 
that has gripped almost all the economics of the world has forced different users such as 
coiporate managers, accountants, academics, investors, government etc., to give a fresh 
look and consider whether the corporate accounts prepared on historical cost basis serve 
the purpose they are supposed to and whether some changes in accounting system is 
wananted. With a view to overcoming the problems related to the historical cost accounts 
a number of proposals has been made to incoiporate the effects of inflation accounting. In 
some countries of the world, notably UK, USA, and Canada the proposals have taken a 
definitive form and are already being implemented. In India also, a loud thinking is going 
about useful and suitability of the historical cost accounting in the context of higher the 
rate of inflation. Since the majority of the business enterprise in India does not seem to 
have made any worth mentioning attempt, a few of them have been attempted to 
incorporate the effects of inflation in their accounts. 
Therefore, in view of the great significance of the subject for the business 
enterprises and its far-reaching implications for other users and the society at large a need 
is felt for the present study. The study will therefore examine the existing system of 
accounting, suggest ways to provide inflation adjusted infomiation to users and explore 
the possibility of adopting on long term basis a system of accounting which has built in 
mechanism for adjusting to the changes in prices. The evaluation of coiporate practices 
regarding financial accounting and reporting during inflation will be made. 
Statement of Problems 
The existing accounting practices also called traditional or historical cost accounting are 
based on the monetary concepts while implies these monetaiy units in statement and that 
fluctuation in it may be ignored in the preparation of accounting. So long as prices and 
costs remain stable, no accounting problem a raised. But the movement upward and 
downward in the price level, a host of problems being to creep into the historical cost 
accounts. During inflation profits are overstated and assets costs are understated. 
Conversely, there is under statements of profits and overstatements of assets during 
deflationary conditions change in the value of the monetaiy items, which are ignored by 
historical cost accounting. In consequences inteipretative value of these accounts is 
reduced. The financial statements fail to sei've the purpose for which they are designed. 
To sum up such distortions deprive the users of accounts of the information which 
enables them to study the operating results and judge the effect of price level changes of 
the firm. 
But the present study attempts to clarify the nature of the problem associated with 
historical cost accounting during the period of Inflation. We shall explain the orthodox 
approach to the account analyse the basic results which causes distortion to the historical 
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cost accounts result and examine major problems of historical cost accounting when the 
price.level are changing. 
The monetaiy postulates under the orthodox, conventional or historical cost 
accounting does not hold good during the period of inflation. Hence a host of problem is 
being to creep into the accounts with the movement of upward or downwards in price 
level. Such problems have the effect of distorting the accounting results in various ways 
such as overstatement of profits and understatement of assets during the period of price 
level changes. Conversely, there is understatement of profits and overstatement of assets 
when the price level is falling. This distortion due to rising price level in the historical 
cost accounts interacts into the accounts through basic factors namely depreciation on 
fixed assets and cost of inventories confined. Another factor is the purchasing power gain 
or loss on the monetary items of the finn. 
The point at which the rising price levels are apt to have a great impact upon the 
financial statements is the depreciation on fixed assets. Under the existing accounting 
practice fixed assets of an enteiprise are taken for depreciation puipose to have been 
purchased at uniform price level. So long as there is no change in the value of monetaiy 
unit, the amount of total depreciation provided over the working life of the asset in use 
would be equal to the original work cost of the asset (assuming the scrap value is nil). 
Therefore, there is no difficulty in financing the replacement assets when the need arise. 
A similar through less insidious problem exists in relation to the accounting of 
inventories. The inventories which fonn the part of the cost of sales are valued at their 
original acquisition cost or market price whichever is lower but they are matched in the 
profits and losses account with the sales revenue at cunent prices. Consequently the 
reported profits become swollen by a capital element representing inventory gains. 
Besides the distortion in reported profit figures such tendencies also give arise to the 
problem of replacement of inventories. The reported cost of inventories realised as a part 
of the sale proceeds would be insufficient to replace the same quality of inventories if the 
prices are raising. 
The another important factor which should be considered in any attempts to throw 
light on the effects of the problem of price level changes on the financial statements is the 
purchasing power gains or losses on the monetaiy unit of the firm. Such gains and losses 
occur simply because the finn is holding some monetary assets and liabilities which lose 
or gain purchasing power during changing price level. These gains or losses are in the 
nature of costs of holding monetaiy assets and liabilities and should be taken into account 
while analysing the effect of price level changes on historical cost accounting, 
Here, we would examine the problem, which arise under the historical cost 
accounting during the period of Inflation. 
It is an accepted principle that the exhaustion of fixed assets and the consumption 
of cunent assets involved in the operation of the business should be considered in the 
nature of cost and that sufficient provision out of cunent revenues should be made so as 
to recover fully the purchasing power equivalent of the used up portion of the assets. As 
pointed out,' both a short provision of depreciation and inconect matching of cost of 
inventories consumed mean that costs of canying on business have not been fully 
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recovered. This causes a financial strain and ultimately the fmn finds itself without 
adequate where with to support its operations. 
Another problem which arises in price level changes in historical accounts is the 
problems of replacement. The firm finds it gradually more difficult to replace business 
assets because of the non-recoveiy, as costs, of exhaustion of fixed assets and the 
consumption of inventories. This problem is quite serious in respect of fixed assets 
because under the historical cost accounting, the total amount of depreciation provision 
over the useful life of the asset does not represent the same amount of purchasing power 
as was originally invested in the asset in use. hi other words we can say that the amount 
of historical cost depreciation accumulated over the useful life of the asset falls short of 
the cuiTent replacement cost of the assets. This deficiency in depreciation provision tunis 
out to be a financial problem in replacement of assets whether by a similar asset or an 
entirely new asset. It is felt that such a deficiency in depreciation provision should 
originally be meet out of the net retained profit which is subject to tax. 
The problem of replacement of inventories on the other hand is a little less acute. 
This is so because in p.actice veiy little oppoitunity is allowed for a accumulated 
deficiency to occur over time. Inventories are almost immediately replaced after their use 
The difficulties of replacement of inventories are nonetheless real and may create 
considerable financial strain on business canying large inventories during the period of 
pronounced inflation. 
The historical cost accounting treatment of inventories and depreciation creates 
financial strain on the business and the finn begins to feel, over time, the shortage of 
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funds. The cost of inventories fonning part of the cost of sales is matched with the sale 
revenue at current prices. In consequence, a gap develops between the amount needed to 
replace the used up inventories. Thus, inflation leads to the shortage of working capital 
and constant inflation involves constant drawing into the business of additional working 
capital or switching over from other cunent assets to inventories in order to fmancc 
replacement. Deficiency in depreciation provisions on fixed assets which leads to the 
shortage of fixed working capital is another source of financial stiain during inflation. 
With the passage of inflationaiy period, the fmn finds that it has exhausted a substantial 
part of its capital by way of taxes, bonus and dividend payments. 
Taxation of capital is another problem associated with histoiical cost accounts 
during the period of changing price levels. The historical cost treatment of inventoiy and 
depreciation during inflationaiy conditions leads to overstatement of profits represented 
by capital element consisting of inventoiy gain and deficiency in depreciation provision. 
The taxation of such portion of historical cost profits to distribution out of capital, more 
clearly, its amounts to 'living' on capital. Hence there is further erosion of working capital 
and consequent financial strain on the business. 
The effect of inflation on the inteipretative value of financial statements is much 
pronounced and it is more frequently put foi'ward as an argument in favour of deviation 
from the existing historical cost accounting system. There are two important aspects of 
this problem,are worth mentioning. 
Firstly, during the period of prolonged inflation various items of the balance sheet 
are based on different levels of costs and prices and hence they are not comparable in any 
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real sense. In the profits and losses account, inventoiy profits and similar capital gains get 
inextricably mixed with operating profit thus making the proper assessment of the 
eaniing capacity of the finn difficult if not possible. In a nutshell, the financial statements 
become difficult to interpret and their use as a tool of managerial decision-making is 
much lessened. Prof K.C. Lacey rightly obsei-ved that " the accounts based on historical 
cost set an unsatisfactory, impossible standards for business managers. While during the 
period of rising price levels it is easier for business management to show considerably 
good results it is veiy difficult during falling price levels to eani sufficient profit to cover 
costs incurred when price levels were perhaps much Higher" . 
Secondly, such financial statements apt to mislead the shareholders and other 
users. The concept of'profit' and 'maintains of capital' based on the monetaiy postulates 
make the shareholder believe that so long as their money capital is maintained, their 
interest in the company are fully protected. This belief is, however, erroneous and quite 
misleading. The real interest of shareholders lies in the yield from business as a going 
concern and in the eventuality of its winding up in its actual break up value as opposed to 
apparent book value. As a consequence of these intei"pietative difficulties, shareholders 
and other investors are not provided with information, which enables them to interpret the 
operating results and to judge the relative effect of price level changes upon a particular 
enterprise. Such inability arising due to inteipretative difficulties of historical cost 
accounting to properly assess the business position may result in lost business 
opportunities. '^. 
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Rationale of the study 
Although the problem of accounting during the period of changing monetary values has 
been a subject of much discussion in a huge number of American and European countiies 
for the past seven -half decades particularly no attention has been made to this subject in 
our country. Even to day the Indian scene both academics and business appears rather in 
different to an effective solution of the problem. This state of affairs assumes special 
significance in view of the fact that our country has been seriously affected by 
inflationary price rise during the past thiity years or so. Such conspicuous absence of 
consciousness and attention towards the problem of price level accounting is attributable 
among others to the following important reasons. 
(1) The size of the coiporate sector in our countiy had been comparatively small m \\\t 
past. Hence the problems due to price level changes were not so significant and could 
assume national importance. 
(2) The large-scale joint stock companies in India are of recent origin. Then companies 
have not yet come across the acute financial problem of replacing the fixed assets, which 
are either still now or need no replacement at present, 
(3) The process of technological changes has been slow in our countiy with result that the 
replacement of fixed assets is not so rapid here as it is in industiially advanced countries. 
(4) The Indian industiial scene during the first half of this centuiy was dominated by 
large number of small sized business units having shorts life span and the management of 
most of these units consisted of owners, entiepreneur, managers. This lead the 
entiepreneurs in the past protect their short tenn interest. The taxes during those days 
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were also not as high and they are today so that taxation of inflated profits did not seem 
necessary burden to the business. 
(5) Unfortunately, serious thinking on the problems of adjusting HCA for price level 
changes has been rather senate in academic and professional circles in our country. 
Original work on the subject did not attiact much professional attention during the last 
three decades. The academicians, practicing accountants, branch managers and 
entiepreneur have shown veiy little interest either in undertaking case studies to gauge 
the magnitudes of the problem created in accounts by price level changes or in 
developing suitable techniques to deal with the problem. This is quite surprising when 
one find that systematic work on price level accounting organized as early as 1936 with 
the publication of Sweeny's stabilized Accounting in West Gennany. Since then a lot of 
research and experimentation has been canied out in a number of countiies particularly 
the U.K., the U.S.A., Canada and Australia. 
(6) The professional industries of the countiy Institute of Chartered Accountants of India 
(ICAl) and Institute of Cost and Works Accountants of India (ICWAl) are also to share 
the blame, as they did not take this problem in real earnest. One important reason for such 
passive attitude appears to be absence of rapport between these institutions and industry. 
The above account makes clear the need and rational of undertaking the present 
empirical study with the puipose of bring to light the impact of changing price level on 
the financial'accounts prepared according to existing accounting practices. 
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Object of the study 
The object of the proposed study is to measure and record, by analysing methods, the 
effects of price level changes on the historical cost accounting (HCA) of selected Indian 
companies. The study focuses attention on significant aspects of the problem of price 
level changes in HCA and in particular attempts: 
(1) How business enterprises deal, if at all, with price changes in their accounts'^  
(2) What items of the financial statements are considered for this puipose? 
(3) How is the price-adjusted information shown in the financial statements',^  
(4) What accounting techniques are adopted to account for inflation and how far they 
are useful or satisfactoiy? 
(5) How is such infonnation useful to external users? 
(6) What are the corporate responses to price changes i.e., 
(i) If price changes are not considered in the preparation of financial statements, what 
aie the main considerations for it? 
(ii) How are price changes dealt with in budgeting and managerial decisions? 
(iii) Aie pricing decisions linked, in any way, to changes in costs and prices? 
(iv) Is the annual depreciation charge based on a consideration of price changes? 
(v) Have the assets of the company been revalued at any time for puiposes other than 
that of insurance? 
(7) What'is the coiporate attitude and thinking towards the problem of price changes 
in accounts? In particular. 
(i) What method of inflation accounting is the most prefened one? 
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(ii) What items of financial statements and what types of prices should be considered 
for adjustments? 
(iii) How should price-adjusted infonnation be shown? 
(iv) What is the rationale for introducing inflation accounts in India? 
Scope of Study 
The present work is a case study of four undertakings, selected from public sector The 
main factor responsible for selection of the four units was limitation of times resources 
and availability of satisfactoiy data. The four industiies selected for the study are capital 
incentive where there is likely to be greater investments in fixed assets and inventories -
the items which are most affected by price level changes. 
The four undertaking selected for this study belong to public sector. These are: -
(1) Ashok Leyland Limited. 
(2) Bharat Heavy Electiicals Limited. 
(3) Carbomndum Universal Limited. 
(4) Voltas Limited. 
Hypotheses 
In view of the objectives of the study, my hypotheses are that: 
1 In India, the concept of Inflation Accounting and its practical application has 
taken a back seat so far as its relates to the coiporate world. 
2 There are certain valid reasons behind the non-adoption of inflation accounting 
techniques in their preparation and presentation, of inflation accounting 
information by the Indian Coiporates. 
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3 There are a few exceptions to the rule and now-a-days a number of 
organisations have started presenting their financial statements along with 
adjustments with the change in prices. 
4. This practice is bound to grow with the time and once its. utility in business 
decision making is ascertained and confirmed there will be a large number of 
business entities who will adopt measures to reflected price changes in their 
financial presentation. 
Research Methodology. 
To test the above hypotheses 1 would rely on the published annual reports, books, 
jouiTials, statements etc., of the selected industiies which will fonn the main source of 
infonnation. Besides questionnaire was canvassed to collect infonnation in such 
accounting practices as depreciation method, inventoiy valuation make price level 
accounting practices and similar accounting information generally not available in the 
annual reports. The infonnation so gathered was supplement when found necessaiy by 
ananging personal interview with financial executives of the undertaking under study. 
Plan of Study 
The study has been divided into five broad chapters so as to highlight the main aspects of 
the probe as well as its related issues. 
• The first chapter Statement of problem and conceptual framework deals with the 
statement of problem, its objectives, scope of the study, review of literature and 
research methodology. 
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• The second chapter provides the various approaches and theories of inflation 
accounting deals with cunent purchasing power method (CPP), Current Cost 
Accounting (CCA) Specific and General Price Level Accounting (SPLA). 
• The third chapter present the inflation accounting practices in Abroad deals with 
General price level changes, in United State of America, United Kingdom, 
Canada, France, Belgium, Sweden, Japan, Germany, Austraha and Italy. 
• The fourth chapter attempts to discuss inflation accounting practices in India's 
coi-porate sector. 
• The fifth chapter is the concluding chapter of theme, which would give the 
summaiy of conclusion and would provide suggestions and recommendation and 
also suggest practical model of inflation accounting for future use by coiporates in 
India 
Limitation of the Study 
The present work is based on the infonnation obtained from the published annual reports 
of the undertaking. Efforts were made to elicit as much as possible by means of 
questionnaire and personal intewiews with the senior executives. However, non-
availability of transactions wise financial information in some cases the use of airanging 
and approximate the result of our study is also influenced by the limitations of wholesale 
price index number which has been used for adjustment purpose. 
Review of iLiterature 
Inflation accounting which has become a important and constant fact of life in may 
countiies of the world has received wide attention by accounting academicians and 
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professionals in financial accounting in the last few decades. Inflation accounting is a 
generic expression connoting any of the phrases likes accounting for prices level Changes 
(APC) price level accounting, replacement cost accounting, cunent cost accounting 
(CCA), general purchasing power accounting (GPPA) etc. Researches of United States of 
America, United Kingdom, Australia and Canada have given serious thought to this 
problem and has conducted various researches in this field. They have also 
recommended some tools to fight against the effect of inflation on the historically and 
tiadifional accounting practices. The available foreign studies on this subject have been 
reviewed in the following paragraphs. 
H.W. Sweeny' in his publication known as Sweeny's Stabilised Accounting 
published as early as 1936 in West Gennany studied Inflation Accounting a systematic 
way in the early part of this centuiy. In his publication he proposed an accounting 
technique to deal with changing price level. 
A study conducted by the American Institute of Certified Public Accountants 
(AlCPA) ' in 1948, felt that no basic change in the accounting treatments of depreciation 
of plant and equipment is practicable under present conditions to meet the problem 
created by the decline in the Purchasing power of dollar. Such a change would confuse 
readers of financial statements and nullify may of the gains that have basis made towards 
clear presentation of coiporate finance. The AlCPA in 1963 advocated inflation 
accounting Veiy seriously in a study entided "Reporting the Financial Effects of Price 
Level Changes". About six years later, the accounting Principles Board of AlCPA 
published its Statement No.3 in June, 1969 on Financial Statements restated for general 
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pries level changes". The Financial Accounting Standard Board (FASB) was formed in 
1973. It prepared a few exposure drafts and brought out some standard most notables 
among them is Financial Accounting Standard (FAS)-33 issued by it in 1979. Besides, 
the Securities and Exchange Commission (SEC) also contributed to the discussion by 
issuing 'Accounting series release (ASR) 190" to provide additional information on the 
estimate cost of replacing the inventories etc. In spite of these expository papers and 
tremendous amount of discussions that have been provoked there appears to be very low 
degree of consensus as to the exact method of Inflation Accounting to be adopted. Until 
veiy recently SFAS-33 was emerging as the conect accounting for price level changes 
(APC) standard in the U.S.A. But in December 1986 another Standard was issued 
entitled SFAS-89 by the FASB, which emerges as the latest APC standard in the U.S.A. 
A study conducted by Institute of Chartered Accountants m England and Wales 
published in Januaiy 1973 . As a companions to the Exposure draft (ED 8) on 
"Accounting for Changes in the Purchasing Power of Money" issued by the Accountmg 
Standard Steering Committee (ASSC). The Exposure Draft (ED 8) was debated at length 
and in May 1974 it was followed by ASSC's Statement of Standard Accounting Practice 
(No. 7 in a series of SSAP's). This document, provisional in its nature, required the 
quoted companies to provide inflation adjusted accounts prepared under historical 
conventions. 
Sandilands, F. E. P., in his report known entitled "Sandilands Committee Report" 
London 1975 ^ studied that the first recorded statement on Accounting for Price Level 
Changes (APC) in the Accounting principle No. 12 released by the Institute of Chartered 
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Accountant of England and Wales (ICEAW) in Januaiy, 1949. After those may 
statements and standards were issued on the subject till the inflation accounting 
committee was appointed. The Government of U.K. set up a Inflationary Accounting 
Committee in January ,i974 under the Chairmanship of F.E.P. Sandilands the then 
Chancellor of the Exchequer in the United Kingdom The object of this Committee 
known as Sandilands Committee to study the effect of the inflation on accounts and 
suggest remedial measures. The Sandilands Committees presented its report to British 
parliament in 1975, and recommended the cunent cost accounting (CCA) a the device to 
reflect the affects of inflation. Based on Sandi lands committee Report, the Accounting 
Standard Committee (ASC) issued Exposure Draft 18 in November, 1976. ED-18 
required the companies to give inflation-adjusted accounts in the primaiy financial 
statements, however due to some technical flows Ed-18 was shelved and fresh discussion 
started in this regard. Then accounting Standard Committee appointed a committee 
popularly known as Hyde Committee in 1977. The Committee issued the guidelines 
known as Hyde Guidelines " in 1978. In 1979, it was proposed that "Hyde Guidelines" 
should be made mandatory. According to this report, additional information containing 
three adjustments restating historical cost in terais of current costs namely (1) 
Depreciation (2) Cost of Goods sold and (3) Financial Leverage is to be given. To resolve 
the contioversy about the adjustment of Financial Leverage, the Committee was 
reconvened with Douglas Moipeth as Chainnan. It submitted Exposure Draft-24 in April 
1979, which contained proposal for revising the gearing adjustment, recommended by 
Hyde Committee. It also suggested a farther adjustment of monetaiy working capital. The 
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proposal of ED - 24 with minor modifications and classifications were embodied in 
Statement of Standard Accounting Practices (SSAP)-16 in 1980. Until 1985 SSAP-16 
remained as the cunent APC standard despite many shortcomings leveled against it. 
Exposure Draft (ED)-35 was issued in 1985 as a proposed successor to SSAP-16. In 
Netherlands (Holland) also APC for companies was encouraged. Some big multinationals 
based on that country have been preparing inflation adjusted supplemental^ accounting 
statements in addition to usual conventional historical cost accounting based financial 
statements since a long time. 
Baxter W T '"^  in his book entitled "Accounting Value and Inflation" McGraw Hill 
U.K. 1975 discussed that accounting grew up as a day by day 'ecord of business dealings. 
Its figures are a series of snapshots, each a glimpse of some event as it happen. They are 
faithful histoiy. But usually they are left as historical records; the accountant does not 
touch them up when conditions change at later times. For instance, he continues to 
measure assets and inputs at their original costs, no matter how far their current values 
have mode. Particular during inflation, the values are apt to move a long way. So now the 
question is whether the accountant should not tiy to update his figures. One can imagine a 
science-fiction society in which money's purchasing power and the relative worth of 
assets never vaiy. In such a sleep setting, historical accounts would be admirable. In the 
world as we know it, they invite criticism. With inflation, the criticism has grown loud. 
When prices are rising briskly, tiaditional accounts are best by several ailments: their 
asset values become anachronisms; they ignore important fonns of appreciation and loss, 
and an invisible eiTor creeps into income measurement so that income is overstated in 
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profit and loss account and then in tax assessments. Therefore, he discussed the pros and 
cons of reform. He sets out the various proposals for improvement asset revaluation, 
measurement of loss on holding money, adjustment of input costs with price indices and 
so on. He used the term 'price change' in two senses. The first is general change that is 
such widespread change in the prices of goods and sewices that one can say the 
purchasing power of the money unit has altered as during inflation. The other change is in 
the price of individual goods or service (with or without general change) this may be 
called specific or special change. Both are great important for accounting. 
An article entitled " The Sate of Cunent Value Accounting" by Edgar O Edwards, 
in 1975'" obsei"ved the demonstiate and likely volatility of price during this decade 
suggests a review of cuiTent value accounting is in order, where it stands today and what 
its future might be. The literature indicates a substantial acceptance of cunent value 
accounting in accounting theory, but an impressive lack of implementation in accounting 
practice. The promotion of practical application obsessively needs executive direction, 
why else would a quality product remain on the shelf Nevertheless, which cunent value 
accounting seems to have found a grouping number of adherents to its.principle, there are 
yet some major differences many rough edges, and a few blind alleys exposed in the 
theoretical literature. The author first to indicate the cunency of the subject, them to bring 
out some of the conceptual issues involved in cunent value accounting next to discuss 
some of theValuation issues, and finally to identify some of the potential analytical users 
of the current value data. 
24 
An article entitled "Current Cost Accounting -Some Basic Problems" by Fisher, 
John " published in U.K. 1976 make a comprehensive study of Accounting Price Level 
Changes (APC) standard is SSAP-16 which was issued in March 1980. Although it is 
mandatory and calls for a complete set of cunent cost statements including an income 
statement and balance sheet many companies have shown reservation in complying with 
it. Despite very high degree of resistance or reservations shown by the companies it 
survived because it (SSAP -16) has many strong points in favour of it. Firstly, it is 
honorable because a government appointed committee (The Sandilands Committee, 
1975) in the U.K. has recommended the use of this accounting technique to over come 
the distortions caused in accounts by changes in price levels. Secondly, the view of the 
committee that earnings and assets of a frnn should be measured by reference to 
valuation is quit logical and justified. Thirdly, the CCA recognises that it is the cunent 
cost only that should be deducted from cunent income in order to extract the earning for 
a given period. Fourthly, Separation of holding gains (difference between the cunent 
value of assets and its original cost) from operating profit/earning enables the 
management to evaluate its perfonnance. Fifthly, the break up of details of values of 
assets and liabilities as given under the CCA method represents a more accurate and 
realistic approach as to the financial position. 
The book of inflation Accounting- A Guide for the Accountant and the Financial 
Analyst written by Sidney Davidson. Clude P. Stickney and Roman.L. Well in U.S.A. 
in 1976 '^  studies that our economy in recent years has experienced steady rising prices. 
There is eveiy expectation that price increases will continue. Financial reporting that 
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recognizes this economic fact of life is coming. There are various ways of seeking to 
reflect this increase in prices inn the accounts. Probably the most widely discussed type 
of reporting is variously known as "financial reporting in units of general purchasing of 
power", general price level adjusted accounting or if you are not fond of it. "PUPU 
(purchasing power unit) Accounting". We tend to desirable it as general price level 
adjusted accounting or GPLA accounting for short. It has also come be known as 
inflation accounting - thus the title of this book. The most persistent and significant 
complaint about accounting in recent years is that ignores in economic fact of life. 
Throughout the world, a steady and rapid upward movement in prices has occurred 
during the last few years. This has probably been the single most important economic 
phenomenon of 1970's. Yet this significant fact goes unrecognized today under general 
purchasing power accounting throughout the English speaking world. And is similarly 
ignored or effectually dealt with in the accounting procedures much of the rest of the 
world. Changing are coming in accounting and financial reporting. They discussed three 
methods of accounting for inflation: (i) historical dollar, conventional accounting, (ii) 
cunent value accounting and (iii) general price level adjusted accounting based on 
historical cost. 
In comparing each of the three methods with conventional financial statements, 
they draw the following conclusions: GPLA financial statements change the amount but 
not the timings of revenues, expenses, gains and losses. They are objective and verifiable 
but do not disclose relevant cunent economic data expect for the gain or loss on holding 
monetary items. Cunent value statements without price level adjustment change the 
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timing but not the ultimate amount of revenues expenses gains and losses. These 
statements reflect change in economic conditions the occur but they may require 
subjective and hence hart to audit, estimates to current values. If we had to choose 
between one of these two methods of the accounting for inflation, we would prefer the 
latter which is based on cunent values. The two choices are not mutually exclusive, 
however and a combination of cunent values and GPLA is the best in our view. Such 
statements change both the amount and timings of revenues; expenses gains and losses 
when compared to conventional statements but the balance sheet totals are the same as on 
current value balance sheet. Such statements are perhaps the most useful because they 
provide information that is meaningful and comparable. 
Arie Baran, Josef Lakonishok and Aharon R Offer '^  in 1980 in their article 
entitled "The Infonnation Content of General Price Level Adjustment Earnings: Some 
Empirical Evidence " observed that this study explores the extent to which general price 
level restated data contain infonnation not included in cunently available historical cost 
data. The criterion employed is the relative degree of association between alternative 
accounting measures of the extent to which a give infonnation set is related to the 
broader set underlying investors decisions. The result obtained in this study appear to 
support the hypothesis that price level restated data contain infonnation which is not 
mcluded in the financial reports cunently available. 
Edward V Mclntyre '"* in 1982 in their article entitled " Interaction Effects of 
Inflation Accounting Models and Accounting Techniques" explain the choice of 
accounting techniques as well as evaluations of accounting numbers, are based in part 
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upon a knowledge of the relative profit patterns associated with alternative techniques. It 
is generally understood that Inflation Accounting models change profit patterns, and the 
general effects of changes from historical cost accounting to various inflation accounting 
models have been analysed. In addition to there general effects, however, there are 
specific effects due to the interactions of conventional accounting techniques such as Last 
in First Out (LIFO) and First in First Out (FIFO) and specific inflation accounting 
models. This study analyses the interaction effects of conventional inventoiy accounting 
methods and several inflation accounting models to demonstiate that these effects can 
produce significant and non intuitive changes in relative profit patterns among alternative 
accounting techniques 
Walter B Meigs and Robert P. Meigs'^ in 1983 in his book entitled "Accountmg-
the basis for Business Decisions" discussed on "Inflation - The Greatest Challenge to 
Accounting" they define inflation as either an increase in the general price level or a 
decrease in the purchasing power of the money (Dollar). The general price level is the 
weighted average of the prices of all goods and sewices in the economy. Changes in 
general price level are measured by general price index with a base year assigned a value 
of 100. The index compares the level of cunent prices with that of the base year. They 
studied that the techniques for restating financial statements for change in the general 
price level has been known for many years. Yet despite support from both the FASB and 
the APB, the preparation of constant dollar financial statements has not become a wide 
spread practice. Cunent Cost Accounting is much newer idea and appears to be gaining 
acceptance in many countiies. The British Government has given approval to system of 
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current cost accounting and has arranged for development of methods to implement it. In 
the Nederland, large corporations are basing depreciation on replacement cost and 
determine cost of good sold in tenns of replacement values. In Austialia, the Institute of 
Chartered Accountants has gone on records as favoring the valuation of Assets at cunent 
cost and the measurement of profit by stating both revenue and expenses at cunent 
values. They also explained that one factor contiibution to support for cunent cost 
accounting is that constant dollar financial statements are based upon the general pnce 
level and not upon the price of specific goods and services. On the other hand a 
significant advantage of constant dollar accounting is its high degree of objectivity. Since 
all adjustments are may by using the same general price index, valuations are not based 
on estimates or personal opinion. Also, the constant dollar accounting and cunent cost 
accounting easy convey different types of useful infonnation. Both approaches may be 
used with in the single set of financial statements. In all probability, the gradual 
modification of the accounting process to disclose more clearly the effect of inflation will 
involve continuing experimentation with both constant dollar and cunent cost 
accounting. Therefore, the greatest single challenge to the accounting profession today is 
to develop new accounting methods that will bring financial statements into accord with 
the economic reality of an inflationaiy environment. 
Wilfre Hingley and Frank Osboni"^ London 1983 in heir book entitled " Financial 
Management Made Simple" separate chapter discussed on "Accounting under 
Inflationary Conditions" that basically inflation refers to the falling value of money and 
its outward characteristic is a general increase in prices of all goods and services. It is 
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fundamentally caused by an undue increase in the quantity of money in proportion to 
buying power. They also expressed that the effects of inflation upon a business are briefly 
be described as distorting its profit perfonnance and valuation of its capital which in tum 
affects the judgments and decision of its management in addition its shareholders, 
investors and creditors. 
Nunley, Terry James (1983)' in his thesis has studied that the FASB has indicated 
that it will reconsider the present requirement for disclosing the effects of changing price 
after experience has been gathered with the present standard. Comprehensive adjustment 
of financial statements for the effects of changing prices may be required and the 
auditor's responsibility may be expended to include an opinion on the adjusted financial 
statements or the supplementary disclosure. To determine whether the disclosures of the 
effects of changing prices could be successfully subjected to the audit process, it was 
necessary to examine the methods of employing audit evidence for historic cost based 
financial statements. By using the assertion classifications contained in SAS No. 31, the 
study examined the types of evidence available to prove an assertion. The assertion 
which change significantly are those of valuation and allocation. 
Al-Tassan, Mohanm\ad Saleh (1983) in his work has studied to determine of 
information adjusted for general inflation (Constant Dollar), as presented in accordance 
with FASB Statement No. 33, are more useful to investors and creditors in predicting 
future cash flows to the enteiprise than the tiaditional historical cost accounting 
information. Cash flow is chosen in this study, as the event of interest, because of the 
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emphasis on the cash flow prediction by official accounting pronouncements in recent 
years. 
Swenson, Charles William (1984) ''^  in his thesis has studied that the inflation 
often causes U.S. Coiporations to over pay their income taxes. This tax oveipayment is 
caused by misstatements of cost of goods sold and depreciation and by the omission of 
the monetaiy gains and losses. Five coiporate tax systems are compared to an inflation 
neutial tax system to determine their relative ability to conect the inflationaiy effects on 
taxation. The tax systems are Brazilian, Chilean, and Argentine laws, the current U.S. tax 
subject to the depreciation and investment tax credit provisions of the Economic 
Recoveiy Tax Act (ERTA) of 1981, and prior U.S. tax law. 
Graves, Oliver Finley (1985)^" in his thesis has studied that, the matter of inflation 
accounting has occupied accounting standard setting bodies' worldwide since the early 
sixties. The Germans, however, apparently were the first to develop comprehensive 
approaches to the problem. These approaches arose in response to the decade long period 
of inflation that began in Gennany with World War I and Culminated in the 
hyperinflation of 1922-23. The approaches include both price level adjustment and 
cunent value models and are contained in several book length studies by three of 
Germany's most prominent writers in the areas of economics, accounting and finance in 
the 1920's. Eugen Schmalenbach of the University of Cologne, Fritz Schmidt of the 
University of.Frankfuit, and Walter Mahlbeiy of the University of Freeburg in Breisgau. 
Objective of this study is to examine the approaches to the problem of inflation 
accounting developed by the Gennans and assess their relevance to the situation in the 
31 
United States today. As a matter of principle, the studies relies on original Gennan 
source material. In keeping with their authors' academic backgrounds, the writing of the 
three Germans display a broadly theoretical orientation. Accordingly, the study first 
present each German's economic and / or general accounting theory and than explicates 
his inflation accounting model as a logical extension of his overall theory. In order to 
enhance characterisation of and distinction among the models, the study notes the 
criticisms of each writer of each other's model. 
An article entitled " The Inflation Accounting Cycle; A British - Austialian 
Comparative Perspective by Bunows, G./ Rowles, T. in 1998 '^ This paper seeks to 
extend understanding of the 'accounting-cycle' hypothesis by comparing the Australian, 
and United Kingdom (UK) experiences with inflation accounting. The existence of 
'cycles' in accounting standard setting was first suggested in respect of inflation 
accounting by Mumford (1979), and subsequently generalised by Nobes (1991). The 
paper confirms that the most of the phases identified by Mumford in respect of inflation-
accounting cycles in the UK are, broadly, also identifiable in Australia. The Australian 
experience also largely confimis in relation to inflation accounting Nobes' generalised, 
cyclical model of standard setting in which change is driven by stake holders with 
conflicting attitudes towards the degree of standardisation of treatments proscribed by 
accounting standards. While loss of interest in inflation accounting in the UK is held in 
the Mumford approach to result from a decline in the level of inflation, we argue that in 
Australia inflation continued at a high rate after interest in inflation accounting ceased. A 
counter hypothesis is suggested: that interest in inflation accounting would have waned in 
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the UK irrespective of the level of inflation. Although the Austi^ alian evidence supporting 
Nobes's cyclical concept is quite strong, detailed analysis of the attitudes and behaviours 
of the various stakeholders in inflation accounting standards is more diverse than 
assumed by Nobes. Complicatmg UK-Australia comparisons are different socio-
economic environments and differing political responses to the problem of financial 
reporting under high levels of inflation. The nature of these differences, and the manner 
in which they may have affected inflation accounting standard setting is explored. 
Further, we argue that the atypical character of inflation accounting makes it dangerous to 
draw too many parallels between inflation accounting and other, more singular 
accounting problems, in the context of developing accounting standards. 
In India serious thinking on having to adjust historical cost accounts to price level 
changes has been rather few and far between. 
Gupta Ramesh^^ in 1976 in his book entitled "inflation Accounting" explain that 
the SSAP-16 came into effects since Januaiy 1, 1985 and is applicable to all the listed 
and unlisted companies except those small nonrealistic companies which satisfy at least 
two of the following three criteria namely (a) turnover is less than $ 5 million per annum, 
(b) balance sheet total in historical cost accounts at the beginning of the period is less 
than $250000, (c) average number of employees is less than 250. The Standard also 
exempts the value-based companies (e.g. insurance, investment, real state etc.) and 
wholly owned subsidiaiy companies besides nonprofit making entiies such as charities, 
friendly societies, trade unions and pension funds. The current cost accounts may either 
be regarded as the main a:;counts, which are supplemented by the H.C. Accounts or vice 
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versa, or the CCA Accounts may be presented at the only accounts but accompanies by 
adequate historical cost information. Thus, the Standard provides for current cost 
information, which is included in annual financial statements in addition to historical cost 
information. The information should show the effect of CuiTent Cost adjustments 
namely. Depreciation adjustment (DA), Cost of Sales Adjustment (COSA), Monetaiy 
Working Capital Adjustment (MWCA) and Gearing Adjustment (GA). In addition gross 
cunent cost of fixed assets and inventories and accumulated cunent cost depreciation 
should be disclosed separately. Finally, the Accounting standard Committee (ASC) of the 
U.K., has in the beginning of the year 1986 proposed to the six major accountancy bodies 
in the U.K., that SSAP -16 should be withdrawn. 
Sinha S.L.N. " in his study on the Impact of Inflation on Company Finance noted 
that with respect to the Reserve Bank study of 350 companies with an aggregate paid up 
capital and reserve of Rs. 2,267 crores, the picture of coiporate perfonnance in the three 
years from 1971 to 1973 suggests that while during the year 1971-72 there was 4 per cent 
rise in the index number of wholesale price than in the year 19790-71, profit before tax 
rose by less than 3 per cent. Again while in 1972-73 the index number of wholesale 
prices was about 10 per cent higher than 1971-72, profits before tax declined fractionally, 
by about 0.25 per cent. If profits after tax were taken into account, the position would be 
far worse. To conclude, these companies could not take benefit of the inflationaiy price 
rise in the countiy and thus a stiong ase for adjusting company accounts on the basis of 
historical values to their cunent prices, emerges to show a more realistic picture. 
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Poi-wal L.S., and Mishra, N.. ^'^ investigated into coiporate practices in inflation 
accounting in India. They approached 235 large private and public sector companies in 
India through questionnaires sent by mail and through personal interviews. 80 companies 
out of 275 companies responded to their study, which is 34 per cent of the total sample. 
These companies were from all-impoitant industiial groups like tiade, finance and others, 
and were scattered all over the countiy, i.e., a fairly representative study. The study was 
mainly divided into two parts. First part investigates the need felt by corporate managers 
for inflation accounting and the second part deals with a study of the inflation accounting 
practices adopted by some of the responding companies. Only nine of the responding 
eighty companies were using some method to adjust their accounts for inflation, and they 
were all from the same industiial group. Of these, seven were from private sectors and 
two were from public sector. All the private sector companies considered inflation only 
for management accounting puiposes, and none showed such infomiation in their 
published annual reports. The two public sector companies, however, made adjustments 
for inflation in both management accounts and published accounts. 
Nigam, R.S., Delhi School of Economics (1983) ^^  suiveyed the Inflation 
Accounting in the Developing World. He noted that in the developing world, in Trinidad 
and Tobago, some serious efforts have been made in recent years and a high level 
committee (popularly named after its Chainnan Mr. Joseph Punder) was set up by the 
Cabinet on September 22, 1977, with the following tenns of reference. To investigate the 
effects of inflation on companies accounts and to recommend where necessary 
appropriates amendments to the Companies Ordinance, and to examine the effects of 
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inflation on tax paid by companies and other persons and where necessaiy to recommend 
changes in the tax laws. 
Parchure Rajas^ *^  1987 in his book entitled "Inflation and Accounting Theoiy" 
observed that the inflation accounting is a subject which gained widespread use in US, 
UK, Canada, Australia, the Latin American and the Scandinavian countries. In India too 
there has been a continuing discussion on this subject in which accountants, economists, 
industiialists and the government have participated. Despite the general agreement the 
need to account for inflation in preparation of financial statements, there is no agreement 
on the method which should be used for inflation accounting. 
The book entitled "Inflation Accounting and Corporate Taxation" written by Sen 
T K^'New Delhi 1987 Studied the temi 'inflation' came into use in the latter half of the 
19th centuiy or so but such development and of discussion remained almost confmed to 
academics only. In around 1915 during the First World war, this teim used into general. 
This war put an end to this stability and the wholesale price index stood double before the 
prices fell back to the new level of 1920's. During the Second World War, there was a 
rapid increase in the prices ad wholesale prices index stood at all time high of about 160 
per cent of the 1926 level. 
Vemonkani in 1990 his book entitled " Accounting Theory" they 
discussed inflation accounting. He defined the tenn inflation which is usually understood 
by the people to mean an excessive in rise in price. In economics there is no general 
agreement as to its definition but it is frequently refened to as an increase in the general 
price level or decrease in the value of money or an increase in the value of national 
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income greater then the increase in its real income. The common characteristics appear to 
be relationship between money on the one hand and goods and services in general on the 
other. Therefore, it is safe to say that the inflation pertains to increase in the general level 
of prices. Inflation can only be measured indirectly through a general price index. 
Gupta. R. L., and Radhaswamy. M (1991)^^ in his book entitled 'Financial 
Accounting' explain inflation accounting the recording of business tiansaction under the 
assumption that monetaiy unit is stable as known as historical cost approach (HCA). 
Under historical cost accounting assets of recorded by business at the price at which they 
are acquired and their will be no changing their values even if the market values of such 
assets change. Under this method no recognition is given to change in the value of money 
as a result of inflation for example if a building is purchased at Rs. 50000/- 1970 and 
another at Rs. 100000 in 1990, building will be shown at balance sheet at Rs. 150000 
without taking into account the fact that a rupee in 1970 is much more than a rupee 1990 
as a consequence of the inflation. Ins such adding there is an implied assumption that the 
rupee of 1970 and rupee of 1990 are homogenuses in value which is not correct 
Therefore, building shown at Rs. 150000 sei^ ve little puipose as accounting information to 
the user of the balance sheet. In other hand liabilities are recorded at the amounts 
contiacted for and such amounts are not revised to compensate for changing price level in 
other words cost convention is an important attiibute of HCA. Assets are recorded at the 
cost of acquisitions ignoring the other values such as replacement cost of economic value 
of the assets. Most of the contioversy in financial accounting center rounds this 
convention. The author explain the limitation of historical accounting. Concepts of 
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capital maintenance, profit measurement under different systems of accounting, Methods 
of accounting for changing price. Guidance note issued by the Institute of Chartered 
Accountants of India in respect of accounting for changing prices 
The book entitled "Accounting Theoiy and Practice" edited by Surgan C Jain N. 
D. Mathur^" in 1994 (Arihant Publishing House) Jaipur. They edited 18 articles of 
celebrated authors in various areas like Material Management, retum on investment etc. 
One of them is the Inflation Accounting in India-Perception of Chartered Accountants 
written by Subhash Chandra and J.S.Arora. They studied that historical is the basis of 
tiaditional accounting and historical cost accounts is based on the 'cost or objectivity 
concept'. It is assumed under this concept that eveiy transaction must be supported by 
facts and material evidence. The unique property of historical cost is that it is based on 
recording of events which have actually occuned rather than upon contingent events. The 
financial statements are prepared by cost management and financial accountant have 
generally enjoyed a high rate of confidence and credibility among the internal as well as 
external users. The financial statements are still prepared on the basis of historical cost 
system which has lost its efficiency in view of the significant reduction in the purchasing 
power of money. Conventional historical accounts are presenting misleading view both 
the companies results and its value. Sen Gupta (1976) conducted a study on "Inflation 
Accounting in India". The study highlighted the problem of the measurement of price 
changes through price indices and suggested a combined method of current purchasing 
power accounting (CPPA) and CVA for use. Ram Narain & Nigam (1978) in his study of 
"Valuation of Coiporate Propeity and Inflation Accounting" focused on the evolution of 
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suitable modification of financial statements, accounting methods and development of 
management information system so that financial documents reflect a realistic model of 
the physical situation. The Federation of India Chambers of Commerce and Industiy 
(FICCI) organised a workshop on 'Inflation Accounting' in Bombay in 1979. The Indian 
Institute of Management (1.1.M) Ahmedabad published a monograph on 'Inflation 
Accounting Practices in India' in 1980. N. Mishra (1982) in his work "Accounting for 
Price-Level changes" highlighted the nature of the problem encountered in times of 
inflation and the measures suggested for the puipose. The study was undertaken with a 
view to measure the effects of price level changes on financial statements of four selected 
companies by applying general purchasing power accounting (GPPA) method. Institute 
of Chartered Accountant of India (1982) issued a discussion paper on "Treatment of 
Changing Prices in Financial Statements" and favoured cunent cost accounting method 
of price level accounting as it seems to be most appropriate in the context of economic 
environment in India Kamal Gupta (1982) attempted to review the accounting practices 
by companies in India and the impact of such accounting practices in profit and value 
measurements of these companies. He also attempted to study the relative feasibility of 
adopting the major proposal regarding accounting for price changes under Indian 
conditions. Ramesh Gupta (1983) in his work titled "Inflation Accounting" provided self 
contained explanation of inflation accounting and suggested three methods to be followed 
depending on the objectives to be sei-ved viz., cunent purchasing power, cunent cost 
accounting and SGPLA (Specific and General Price Level Accounting) which combines 
current purchasing power and cunent cost accounting. G.C. Meheshwari (1983) in his 
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work on measurement of business income suggested the need for further experimentation 
as there is not yet a general consensus in favour of a particular approach aimed at 
explaining the effects of changing price. PoiAval and Mishra (1985) in Macro Study on 
"Inflation Accounting in a Developing Economy" focussed on the magnitude of inflation 
and distortions created by it the coiporate practices, the viewpoint of external users and a 
case study for a system of accounting which automatically takes care of increasing / 
decreasing prices. 
An article entitled "Accounting for Price Level Changes: Evolution Perspective 
and Prospectus" by Ashit. B. Saha ' in 1995. In this paper the another gives a brief 
review of the evolution of the Accounting for Price Level Changes (APC) in certain 
countries of the world, more particularly the status of APC in the U.K., the USA. The 
author also highlights the concem of academic community as well as of the accounting 
bodies as to the desirability of intioducing APC, although the matter is still subject to 
contioversy. 
Shukla, M.C., Grewal, T.S., and Gupta, S.C.'^ ^ in his book entitled "Advanced 
Accounts" in 1997 explain, due to inflation, the matching principle, vital to preparation of 
proper financial statements, is violated. If sales are entered in profit and loss account in 
teiTns of 1988 mpee, it is but proper that the relevant costs should also be in terms of 
1988 rupee. That obviously is not so in the case of depreciation, but will the matching 
principle be satisfied if the goods sold were purchased say in 1986? To satisfy this 
principle, it will be necessary to restate the 1986 purchases in terms of 1988 prices. It is 
now generally agreed that there is an imperative need for inflation-adjusted financial 
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statements to be prepared and presented to the shareholders and other interested parties. 
This is because the phenomenon of inflation is widespread and also has continued for a 
long time now; as a result, financial statements prepared on his historical cost basis do 
not, as a rule, portray the real state of affairs neither the results of operations nor the 
financial position. However historical cost financial statements will continue to be 
presented, only they will be supplemented by U.K. and the U.S.A. In U.K. the position 
has been formalized by the Institute of Chartered Accountants in England and Wales 
thiough SSAP-16 and in U.S.A. the Securities and Exchange Commission has framed 
regulations to require supplementary inflation adjusted accounting statement. SEC 
pennits the use of the cunent purchasing power method called. "Constant Dollar 
Method" as well as the cunent cost accounting method. In India the position is that there 
is no compulsion as yet for any company to present accounts otheiAvise than on the basis 
of historical costs. Some companies have revalued their fixed assets but the purpose in 
their cases appears to be quite different from that of inflation accounting since even the 
reported profit remains largely unaffected. A few companies, on their own, have prepared 
supplementaiy financial statements on the basis of inflation but the objective seems to 
have been either to get a prize from the Institute of Chartered Accountants of India which 
Institute awards prizes annually for the best presented accounts, or to show how the real 
profits are lower than the reported profits and how tax and bonus to employees were 
unreasonably high. The author also explains the cunent purchasing power method and 
cunent cost accounting method and evaluation of cunent cost accounting. 
41 
References: 
1. Kohler, E.L., A Dictionaiy of Accountants, 6''^  edition. Prentice Hall of India Pvt. 
Ltd., New Delhi 1983, p . l l l . 
2. Kohler, E.L. op.cit.p. 136. 
3. Lacey, K. C. Some implications of the fust in fust out method of stock valuation. 
Economics, Feb. 1945, pp. 26-30. 
4. The Taxation and Research Committee op cit., pp. 21-24. 
5. Sweeny, H.W. Stabilised Accounting New York, Haipar and Brothers, 1936. 
Reissued. Holt, Rinchart and Winston 1964. 
6. American Institute of Certified Public Accountants (AlCPA) in 1948 
7. Institute of Chartered Accountants in England and Wales published in January 
1973. 
8. Sandilands, F.E.P., "Sandilands Committee Report", His Majesty's Stationery 
Office, London, 1975, p.l. 
9. Baxter W T in his book entitled "Accounting Value and Inflation" McGraw Hill 
U.K. 1975 
10. An article entitled " The Sate of Cunent Value Accounting" by Edgar O Edwards, 
in 1975 
11. Fisher, John, "Cunent Cost Accounting Some Basic Problems", the accountant the 
ICAEW, London, May 6 and 13, 1976, pp.528-530 and 556-558. 
42 
12. The book of inflation Accounting- A Guide for the Accountant and the Financial 
Analyst written by Sidney Davidson, Clude P. Stickney and Roman L. Well in 
U.S.A. in 1976 
13. Arie Baran, Josef Lakonishok and Aharon R Offer in 1980 in their article entitled 
"The Information Content of General Price Level Adjustment Earnings: Some 
Empirical Evidence " 
14. Edward V Mclntyre in 1982 in their article entitled " Interaction Effects of 
Inflation Accounting Models and Accounting Techniques" 
15. Walter B Meigs and Robert P. Meigs in 1983 in his book entitled "Accounting- the 
basis for Business Decisions" 
16. Wilfre Hingley and Frank Osbom London 1983 in heir book entitled " Financial 
Management Made Simple" 
17. Nunley, Teriy James, 'Can Disclosures of the Effects of Changing Pieces be 
audited? A Case Study' Dissertation Abstiacts International Vol.44 No.8 
Februaiy, 1984, p.2504-A. 
18. Al-Tassan, Mohammad Saleh (1983), Cash Flow Prediction - A Comparison of 
Historical Costs and Constant Dollar Accounting Infoimation, Dissertation 
Abstracts International, Vol.45 No.2 August, 1984, p.557-A. 
19. Swenson, Charles William (1984), Some Alternative Approaches to Mitigating 
Inflationary Effects on Coiporate Taxation, Dissertation Abstracts International 
Vol. 45 No. 07 Januaiy, 1985, p.3 180-A. 
43 
20. Graves, Oliver Finley (1985) Accounting For Inflation; Gernian Theory of the 
1920's Dissertation Abstiacts Inteniational Vol. 46 No. 07 January 1986, p.202-A. 
21. An article entitled " The Inflation Accounting Cycle: A British - Austialian 
Comparative Perspective by Bunows, G./ Rowles, T. in 1998 .. 
22. Gupta, Ramesh. Inflation Accounting, p. 121. 
23. Sinha, S.L.N., "Inflation and Company Finance", in Sinha (Ed.), Inflation in India. 
Vora&Co., 1974, pp.276-280. 
24. Porwal, L.S. and Mishra, N., Coiporate Practices in Inflation Accounting in India; 
Indian Journal of Accounting (Journal of the Indian Accounting Association) Vol. 
XIll, June & December 1983, Part 11. 
25. Nigam, R.S., Inflation Accounting and the Developing World: The Case of 
Trinidad and Tobago, Chartered Secretaiy, July 1983, pp.517-520. 
26. Parchure, Rajas. 1987 in his book entitled "Inflation and Accounting Tiieory" 
27. Sen, .K., Inflation Accounting and Coiporate Taxation, National Institute of Public 
Finance and Policy, New Delhi. 1987, p. 11. 
28. Vemonkam in 1990 his book entitled " Accounting Theoiy" they discussed 
29. Gupta R L and Radhaswamy M (1991) in his book entitled 'Financial Accounting' 
30. The book entitled "Accounting Theoiy and Practice" edited by Surgan C Jain N. 
D. Mathur in 1994 (Arihant Publishing House) Jaipur. 
31. Saha & Ashit B. Article on " Accounting for price level changes: Evolution, 
Perspective and prospects published in Commerce Journal, Gauhati University, 
Assam, India 1995 Vol.IV.p.l39. 
44 
32. Shukla, M.C., Grewal, T.S., and Gupta, S.C, Advanced Accounts, 13"' Ed. S. 
Chand & Company Ltd. Ram Nagar, New Delhi - 1997, pp. 31.2-31.4 
APPROACHES TO INFLATION 
ACCOUNTINQ 
46 
CHAPTER - 2 
Approaches to Inflation Accounting 
Introduction 
In the preceding chapter, a discussion was made of the conceptual framework and 
statement of problems of inflation accounting, objectives of the study, chapter scheme 
etc. A review of literature on the subject was also made. This chapter makes an attempt to 
tluow light on the approaches of inflation accounting. It is proposed to discuss in detail 
the various techniques and approaches of inflation accounting as it relates to inflation and 
effect of price changes on the presentation of accounting infoiTnation. There are basically 
two techniques and approaches namely the cunent purchasing power and current cost 
accounting for rendering accounts for price changes. In the pages that follow we will 
highlight these two methods and will analyse their comparative utility in the present day 
transactions. But before discussing the above approaches in details, we should first 
examine some important controversies in the field of inflation accounting and then make 
a critical evaluation of methods of accounting for price changes. Also, an attempt has 
been made to show why the general purchasing power accounting (GPPA) is preferable 
to other method for the pm-pose of practical application. 
Accounting for price level changes has emerged as one of the most controversial 
problems in accounting. Though a great deal has been written and much has been said in 
the recent past on the subject the degree of agreement in respect of various related issues 
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appears to be disheartening. In the following pages we propose to examine briefly some 
important issues. 
For quite some time there has been a contioversy whether historical cost accounts 
should be adjusted for price level changes. Although there is no unanimity in this regard, 
a veiy large section of the accountants, and academics are in favour of such adjustment in 
historical cost accounts. The main adjustment in favour of such adjustment is that wide 
and prolonged fluctuations in the price level cause distortion in the historical cost 
accounts making them quite useless'. Although price level changes accounting has been a 
subject of continuous discussion and research for about fifty years or so, it has not been 
possible for its proponents to arrive at an agreements about the items of the financial 
statements which should be considered while accounting for price level changes. There 
are two schools of opinion. According to one, adjustments in accounts for price level 
change should be all-inclusive and cover all items. The other group favours adjustments 
of only those items (mainly inventories and fixed assets) which significantly affect the 
financial results during the period of checking price level. A close examination of this 
contioversy reveals during the period of changing price level. That it exists due to 
difference of opinion in thiee respects viz. unit of measurement, concept of capital 
maintenance and concept of income. Apart from various theoretical and practical merits 
of both the view point's one stiong point in favour of an all-inclusive adjustments is its 
logical appeal. Tt needs no mention that once an attempt is made to adjust accounts for 
price level changes, all items should be considered, instead of considering only a few 
items. 
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Another important controversy in the field of price level accounting relates to the 
use of index numbers. Here also there are two schools of opinion depending upon 
whether an adjustment of all items is suggested or a few items only. The first school 
favours the use of general purchasing power accounting index whereas the second school 
advocates the use of several specific indices. The proponents of one general index have 
advanced the following arguments in support of their approach. 
The use of general purchasing power index replaces the monetaiy unit of 
measurement in accounting which ceases to be stable during the changes price levels. 
"Common unit accounting is intended to make all monetary amounts appearing on any 
one financial statement and on any articulated set of financial statements presented at one 
time, comparable in teirns of purchasing power. A 'scale adjustment' for changes in our 
measuring instruments - the monetaiy unit - must be made in order to achieve 
purchasing power comparability of measurement made at different times under 
inflationary conditions. 
The use of general purchasing power index is most suitable for accounting for 
changing value of money. The general purchasing power provides uniform measuring rod 
for the purpose. A general purchasing power index provides a tool for comparison of 
diverse resources. Paul Rosenfield explains this in the following words: "Individuals or 
enteiprise often wish to compare collections of resources. For example a person may 
wish to compare his present stock of resources with his stock a year previous or with his 
anticipated stock a year hence or may wish to compare his resources with the resources of 
others". Further he says that "comparison are complicated because resources are diverse. 
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Money is used as the standard of comparison in more specialised economies. Collection 
of resources are compared based on their relationships to units of money". Thus money is 
used as the standard because it is accepted widely in exchange for other resources and 
can, therefore, be rapidly related to them. But money has a defect that makes it less than 
ideal as a standard: The general purchasing power money-its command over goods and 
services in general - is notorious fickle. An increase in money may not indicate an 
increase in general purchasing power. General purchasing power itself is a resources that 
is widely prized, and general purchasing power may be used as the standard to compare 
diverse resources to overcome this defect of money as the standard"^. 
The proponents of one general index advocate its use for restating assets as well as 
shareholders capital. Their contention is that profit can emerge only after general 
purchasing power of the shareholder's capital has been maintained. 
The use of general purchasing power index is also advocated presenting 
information to the proprietors showing how their funds have been utilized and the profits 
derived from such use. 
. However, the critics of the general purchasing power index approach do not agree 
with the above noted agreement "*. 
They maintain that the concept of general purchasing power is so uncertain and 
ambiguous that cannot be used in the field of accounting. It is incapable of being used 
with reasonable about of accuracy to any one entity included in the regimen. On the other 
hand, the specific purchasing power can be applied to individual and entities 
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We do not subscribe to the above viewpoint. We are of the opinion that one 
general index should be used to adjust financial accounts for price level changes. There 
are three important reasons. Firstly, the general purchasing power index replaces 
monetary unit during the period of changing price levels. Secondly, it provides a standard 
- a uniform unit - of measurement and comparision of resources. Lastly, in any attempt 
to adjust historical cost accounts for price level changes, all items of accounts should be 
considered and not only a few items. 
Despite an agreement on the need for price level adjustments on historical cost 
accounting, there is lack of uniformity of opinion regarding the techniques to be adopted 
for price level adjustments. The main proposals which have so far been made for dealing 
with the problems raised by changing price level fall under two categories, viz., the 
replacement cost and the purchasing power approach. The first approach emphasises the 
need for adjusting only a few items that is only those items of financial statements, which 
are significantly affected by price changes and need replacement. Such items are fixed 
assets and inventories. The main puipose of such adjustments is to anive at the cunent 
replacement cost of the assets used in operation of the frnn and the suggested adjustment 
is made mainly by the use of specific price indices. The second approach recommends an 
all-inclusive adjustments are made in purchasing power units that the monetary unit of 
uniform purchasing power. The purchasing power of monetary unit may refer to the first 
or the last balance sheet date or any other period. The purchasing power approach 
appears to be more logical because to take into account the effect of price level changes 
on all items of financial statements. 
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The Inflation-Accounting has gathered a large number of committed supporters' 
staunch converts, reluctant converts spread all tlirough academia, business, govenrment 
and legal bodies. The Inflation- Accounting itself is neither homogenous nor unanimous 
but their front against historical cost accounts is a united one. There are two alternative 
approaches to modifying our accounting process to cope with inflation have received 
much attention. One is to adjust historical cost figures for changes in the purchasing 
power of the monetaiy unit and the second is to use cunent values instead of historical 
cost in preparing financial statements. The foiTner is a pure scale adjustment for changes 
in the measuring unit i.e., the purchasing power of the rupee and known as the current 
purchasing power method. The second involves regular valuation of assets and deals with 
specific price changes of individual items held or dealt with by the firm. This method is 
known as current cost accounting (CCA). These two approaches enjoy the majority 
adherents. Also, the real replacement cost accounting method is a middle- of- the road 
approach based on replacement cost accounting and general .purchasing power 
accounting. Another approach that has lately emerged on the accounting horizon is the 
cash flow accounting. All these approaches are different in substance and in technique 
from one and another. In the following paragraphs we propose to discuss the two main 
approaches in details besides real replacement cost accounting method. 
CuiTent Purchasing Power Accounting (CPPA) Method: The origm of purchasing power 
accounting is'usually traced to H.W. Sweeney, in his book Stabilised Accounting first 
publication in 1936 \ Since then a large number of individuals and institutions have 
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worked on the method with a view to developing it as a useful and practicable method of 
price level accounting '. 
This method is also called by different names such as General Purchasing Power 
Accounting (GPPA), General Price-Level Accounting (GPLA) or Constant Rupee 
Accounting and Constant Dollar Accounting (used in U.S.A.). The objectives of this 
method are to show the affairs of a firm in terms of a unit of measurement of constant 
value when cost and prices are changing. The purchasing power accounting method 
drives theoretically from the rule that the profit of a firm should be so computed as to 
maintain intact the purchasing power of the shareholders capital originally invested in the 
business. The method involves expressing historical cost accounts in terms of purchasing 
power units rather than money. Thus, the methods eliminates the effects on account of 
changes in the value of money. The accounting numbers no longer represent merely an 
assembly of non-additive money units of different years having different purchasing 
power. The required adjustments are made on the assumptions that each and every 
transaction takes place evenly during the year i.e., at the average price level of the year. 
The system conversion of accounting figures under the GPPA method makes use 
of a general index that portrays changes in GPPA of money, i.e., changes in the value of 
money in general. More clearly, the index to be used in the index of commodities and 
semces in general and not of some specific commodities **. The need and rational of an 
approach of pr;ce level accounting based of the GPP of money has been emphasised time 
and again by large number of thinkers of this problem .^ 
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The system of adjustment of historical cost accounts for changes in the purchasing power 
of rupee may be presented under the following three heads: 
1. General: 
i. All items in the balance sheet and income statement are restated adjusted in terms 
of current rupee. Also a distinction is made between restatement and adjustment of 
an item. Restatement refers to the translation of historical cost numbers in terms of 
uniform monetaiy unit. Adjustment is the process of correcting for price-level 
changes the different items of the accounts. 
ii. The items in the historical cost financial statements are classified into monetaiy 
and non-monetaiy groups. A monetary item is one, the amount of which is fixed 
by statute or contract and is, therefore, not affected by a change in the price-level. 
Thus, a monetary item remains fixed in tenris of the cunent mpee regardless of 
what happens to the general price-level. Items of long and short tenn borrowings 
other cunent liabilities, receivables, cash and investments belong to monetaiy 
items. Since the monetaiy items remain unchanged as per contiact, they do not 
come under conversion procedure and their present figures appearing in historical 
statements are taken as cunent value figure. The remaining items of the balance 
sheet, which are affected by changes in the price-level, are called non-monetaiy. 
They are gross fixed assets, provision for depreciation and stocks. Equities are 
considered as neither monetary nor non-monetary as they represent residual 
interest. Monetary items are simply restated in current mpees; they do not require 
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• adjustment. Non-monetary items, on the other hand, are adjusted in accordance 
with changes in the purchasing power of rupee, 
iii. Transactions, both capital and revenue, (e.g., sales & purchase of goods, payment 
of expenses etc.), are assumed to have taken place evenly throughout the year, i.e., 
at the average price-level of the year. It is advisable to convert them according to 
average index of the period. Average price index is calculated by taking the 
average of the index iiunibers al Ihc beginning and at tiic end of llic period in case 
information regarding average index is not available. 
II. Adjustment in the Profit and Loss Statement 
i. Items such as sales, purchases, expenses, etc., are adjusted in terms of the year-end 
rupee by applying the average price index for the year. 
ii. Opening and closing inventories are adjusted by the price index of the average 
date of their acquisition. 
iii. For computing adjusted depreciation, the fixed assets are first aged and grouped 
according to the date of their acquisition, and then their cost, in cunent rupee, is 
obtained. The depreciation charges are computed with reference to such adjusted 
costs either by applying regular rates of depreciation or on a proportionate basis. 
III. Adjustments in the Balance Sheet 
i. Fixed assets are adjusted with reference to the index numbers of the dates of their 
acquisition or if deemed satisfactoiy, with reference to the index number of the 
average date of their acquisition. 
ii. The method of adjusting inventories is the same as Stated above in II (ii). 
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iii. The remaining current assets and all liabilities require no adjustment, as they are 
monetary in nature, 
iv. The equity share capital at the begiiming of the year is adjusted by index number 
at the date of issue, or if deemed satisfactory, by the average index of the year. 
The preference share capital is tieated as a monetaiy item and is simply restated. 
General Purchasing Power refers ability to buy all types of goods and services available 
in the economy and it is measured by changes in the general price level based on 
approved general price index at a given date. A price index here means a ratio that 
express the relationship between the price of a given object (or sei"vice) at a specific time 
and the price of the same object during a period selected as a base year assigned a value 
of 100. For example, if a building has been purchased on January 1, 1985 for Rs. 50,000 
when the general price index was 100. The general price index of January 1, 1990 was 
200. Here the cost of building in temis of rupee on January 1, 1990 would be Rs. 
1,00,000 (i.e., 200/100 x 50,000). Thus, the general price level adjustment restates 
financial data by bringing past rupee amounts in line to cunent rupee purchasing power 
by general index multiplier or conversion factor which measures the relationship between 
the current price index and the price index at the time of acquisition of the asset. This can 
be expressed by the following fonnula: 
Average price index for cunent year 
Historical cost x = Equivalent number of cunent rupee. 
Index at the date of historical cost 
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To illustrate, assume that a firm has Rs. 40,000 cash at the begimiing of 1985 and no 
transactions take place during the period so that it holds Rs. 40,000 cash till the end of 
1985. Assume further that if price index rose by 20% from 180 at the beginning of 1985 
to 21,6 at the end of December 1985. By the end of the year this Rs. 40,000 cash balance 
will have lost 20% of its purchasing power i.e., monetary assets at the beginning of the 
period expressed in terms of the year-end purchasing 
power 40,000 x 216/180 = Rs, 48,000 
Less monetaiy asset amount in teiins of year-end purchasing 
power 40,000 x 100/100 =Rs. 40.000 
Loss in purchasing power as a result 8,000 
of holding monetary assets i.e. cash 
This loss can also calculate simply by multiplying the amount of monetaiy assets held 
thi-oughout the year by the inflation rate (i.e., 40,000 x 20/100) = Rs. 8,000. 
In contrast, a similar analysis is applied to any monetaiy liability. A monetaiy liability 
represents the sum payable by one economic unit to another. The amount so payable is 
being on a fixed rupee basis. Thus, owing money during period of rising prices gives rise 
to a gain in purchasing power because debts are repaid using rupee of less purchasing 
power than those originally bonowed. For example, assume, a firm has Rs. 60,000 
outstanding debts in the beginning of 1985 when price index was 180, if the price index 
increases by 20% at the end of the year (i.e., from 180 to 216) the general purchasing 
power gain on amount of loan is: 
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Monetary liability as the beginning of the period expressed 
in terms of the year end 216/180 x 60,0000 = 72,000 
Less monetary liability in ternis of year end 
Purchasing power 100/100 x 60,000 = 60,000 
A gain in purchasing power as a result of owing fixed mpee 12,000 
If we consider only these two items i.e., assets (Cash Rs. 40,000) and liabilities 
(loan Rs. 60,000) the overall net gain on general purchasing power is (12,000 - 8,000) = 
Rs. 40,000 because its monetary liabilities were greater than its monetaiy assets. Rs. 
40,000 net gain in purchasing power is caused entirely by the effect oif inflation upon the 
purchasing power of monetaiy assets and liabilities. 
Thus, a business that owns monetaiy assets or owes money may have a purchasing 
power gain or loss even if it earns no revenue and earns no expenses. If a business 
maintains high level of cash or account receivable from customers, we should recognise 
that inflation will continuously erode the purchasing power of these assets. On the other 
hand, if a business is able to finance its operations with borrowed capital, inflation will 
benefit the concern by allowing it to repay smaller amount of purchasing power than its 
originally borrowed. 
Like monetary items, there are non-monetaiy items also which denote such assets 
and liabilities that do not represent specific monetaiy claim and include land and 
building, machinery, stock and so on. In conventional financial statements, these appear 
at mixed rupees viz., in varying general purchasing power of rupees. These rupees, 
therefore, need conversion or restatement to an equivalent number of cuiTent purchasing 
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power rupee as at the balance sheet date. For the conversion of non-monetary items, 
specific prices of each item as on the day of financial statements are required. But here 
we are only concerned with the effects of changes in the general purchasing power of the 
monetary unit and not the specific price changes. So, the restatements of non-monetary 
items are done by applying the following fonnula. 
Price index when financial statements are prepared 
X Historical cost 
Price index when the non-monetaiy items are acquired 
To illustrate, assume a company purchases a plant and machineiy for Rs. 1,00,000 on 
January 1, 1985 when the price index was 100. The price index on December 31, 1990 
was 200. The company practices the stiaight-line method of depreciation on the rate of 
depreciation is 10%. Accumulated depreciation on the plant was Rs. 80,000 by the end of 
1990, The book value was Rs. 20,000. In this case, the adjusted value for the change in 
the price level is a shown below: -
Cost unadjusted Conversion factor Expected amount 
(Rs.) (Rs.) 
Cost 1,00,000 200/100 2,00,000 
Less Accumulated 
Depreciation 80.000 200/100 1.60.000 
Net book value 20.000 200/100 40.000 
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The depreciation expenses of the year 1990 would be Rs. 20,000 (10% x 2,00,000). Also, 
the same procedure to adjust the value of other non-monetaiy assets like building, land, 
tools,etc. can be followed. 
Thus, CPPA restates historical costs in tenns of cunent purchasing power and 
attempts to stabiles the measuring unit at a constant value. This method retains all the 
characteristics of historical cost accounting except for the change in unit of measurement 
and meets a veiy important feature of an ideal accounting system. 
CPPA provides necessary infonnation regarding purchasing power gain and loss 
resulting from holding monetaiy items to the management for decision making. Besides, 
this approach removes the shortcomings of money as a measuring rod during inflation 
and seeks to remove the negative effects of changes in the value of the rupee. It does not 
consider changes in the specific prices. Finally, this method is simple to apply and is not 
very expensive. 
Let us examine, in brief, the merits and demerits of the cunent purchasing power 
accounting method. 
Firstly, the current purchasing power method uses uniform purchasing power as 
the measuring unit hence possesses the quality of comparability. General price level 
statements present data expressed in a common denominator, which is purchasing power 
of the mpees at the end of the period. Such statements facilitate comparision between 
firms because a* conmion unit of measure is used. 
Secondly, this method retains the historical cost accounts as the basic accounts and 
price level adjusted accounts are shown only on a supplementary basis. In this way 
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the current purchasing power accounting can be applied with a high degree of objectivity. 
Price level adjustments are easily verifiable by simply making a reference to the index 
used to measure changes in the-purchasing power of money and results in alternations to 
historical measurements which are themselves objective. Thus the GPP accounting 
satisfies both the criteria of objectivity and veiifiability. 
Thirdly, the conventional historical cost accounting does not determine income 
properly due to the matching of mpees of different size on the income statement. 
Expenses incuiTed in the previous years are matched against revenues that are usually 
expressed in current rupees. General purchasing power accounting provides a better 
matching of revenues and expenses because common measuring unit is used. 
Fourthly, GPP accounting provides relevant information for the management 
evaluation and use. Thus, the general purchasing power gain or loss resulting from 
holding monetary items reveals the management's response to inflation. The restated 
non-monetaiy items indicate approximately the purchasing power need to replace the 
assets. 
Fifthly, current purchasing power accounting presents to the users in general the 
impact of general inflation on profit and provides more realistic retum on investment 
rates. 
Lastly, the method is comparatively simple to apply, and is not veiy expensive. 
After having described the GPPA method and the steps in its application, we shall now 
examine various objection leveled against GPPA method. R. S. Gynther, in his paper 
"why use GPPA? seems to be a strong opponent of the GPP approach have critically 
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examined various arguments for GPP to show that these arguments do not hold much 
ground '". He has attempted to establish a strong case for the use of several specific 
indices in adjusting financial statements for price changes. 
1. . The use of general purchasing power index is advocated because it replaces the 
monetaiy unit of measurement, which ceases to be stable during the period of changing 
price levels. However, the advocates of specific index do not agree with this viewpoint. 
They maintain that although it might be physically possible to calculate general index in 
any country, it would have no real measuring to any one entity, e.g. person, firm, 
company etc. we find it difficult to agree with the view point. Whenever, we have money 
in our pockets, we see ourselves holding general purchasing power in the sense that it can 
be used any where acquire any combination of goods and services we might need. The 
same thing holds good for a firm. The decision whether the money held should be used to 
acquire asset A or B or C or any combination thereof is influenced by fact that money 
representing special purchasing power is being held as claimed by Gynther, but by a large 
number of other factors internal and external. 
2. The use of general purchasing power index is advocated in 'Accounting for 
Inflation' and 'Accounting for changing value of money'. Gynther has asked two 
questions: 
(a) How can we account for inflation using just one price index series when inflation 
affects every entity in a different way? (b) How can we use just one index to account 
for the changing value of money when money means something different to every 
entity / especially through time? It can not be denied that inflation affects every entity 
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in a different way. This, however, does not wairant that the effect of inflation on 
different entities should be measured in different units. The measuring rod is provided 
by the GPP index. 
Similaily, it is not convincing to suggest that a general index being based on average of 
various individual prices does not sewe any purpose and hence it should not be 
considered or used ". In fact such argument tends to give a wrong impression that 
individual prices are independent of each other so that some prices would always behave 
quite differently from those of others as well as from general index which itself is based 
on individual prices. However, this is not so. The sub-markets are closely connected with 
each other and the movements in one single price influence and in turn are influenced by 
the movements in many other prices in practices, index numbers are never prepared for 
one individual or entity, they are prepared for groups and are based on average. 
3. The measurement function and comparision functions of money are inter-related. 
Money is measuring unit and it serves as ' a standard of comparision of resources '^ . The 
use of GPP is advocated for comparing collection of resources during the period of 
changes price levels because the money unit does not remain stable. 
Gynther does not agree with this and maintains that money is not used as a 
standard. It is used as means of exchange it is not a common standard to the people who 
use it. It means something different from person to person. However, this amounts to a 
denial of an important function of money viz. a standard of comparision. In the same way 
as money provides a 'standard 'during stable prices, the GPP provides a 'common 
standard' of comparision during the period of changing price levels. 
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4. The use of GPP is advocated for restating shareholder's capital so that the profit 
emerges only after GPP of shareholder's capital has been maintained. However, such use 
has been criticised by the proponents of a specific index '^. It is pointed out that a general 
index is not representative of the purchasing power relevant to the shareholders of a fmn 
and hence it carmot be applied to individual cases. Further it is suggested that the 
shareholders should themselves against their accounts to restate their capital with 
reference to an appropriate general index e.g. a retail price index. 
The suggestion that a consumer price index should be used to restate financial 
reports does not seem logical. The most appropriate indicator of the purchasing power 
applicable to the firm is a whole price index of goods and services used by business in 
general. In our view the more general is the index, the bette it is. 
5. The real objectives of restating financial statements are also questioned. Suffice it 
to note that if historical cost accounts meet the stewardship and fiduciaiy accountabilities 
during the period of stable prices the adjusted accounts would also meet these 
requirements when the prices are change. 
Also there are certain general objections put against the GPPA method let us 
examine there: 
(i) Index number at there best is statistical average and suffers from serious 
limitation. Being statistical average, the index numbers cannot be applied with 
reasonable degree of precision to individual cases such as a particular fmn. There 
is no denying fact that index numbers are mere averages and are not perfect. 
Nevertheless, they are useful tools and are used in decision making. There is no 
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reason why index numbers should not give satisfactory resuks in the field of 
accounting. In fact the utility of index numbers would increase and the scope for 
window-dressing and manipulation in company accounts would lesson if index 
numbers are prepared and published by an impartial body. 
(ii) There are various price indices characterising various price situations and it is not 
possible to determine with reasonable degree of accuracy which index to use in 
price level accounting. 
The main reason for such controversy regarding the choice of an 
appropriate index is the adoption of different concepts of 'capital maintenance' by 
each group supporting the use of particular index. What is, therefore, important in 
this regard is to decide the thing i.e. capital that is to be maintained in tact? It may 
be real capital i.e., physical assets, and replacement cost of asset or purchasing 
power of money capital original invested. Once this done, the choice of index to 
be used in accounting for price changes is an easy task. 
(iii) The amount of work and cost involved in implementing general purchasing power 
accounting is also large that smaller companies may not opt for such price level 
adjusted account. 
It is an exaggeration. The amount of energy and money required may be 
large in the begirming when financial statements and depreciation charges are 
adjusted in accordance with their date of acquisition and all past accounts are 
restated in current money units. Once this is done the amount of labour and cost 
needed to update the accounts each year is small. Moreover, it may be found that 
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benefits derived from adjusted accounts for outweigh the cost involved in such 
adjustment. It may also be hoped that if big companies make a beginning in this 
direction, others will follow suit either by utilizing their own accounting staff or 
by employing professional accountants. 
(iv) The financial accounts of previous years will have to be updated each on a new 
. base. This exercise is just mechanical and does not involve, much labour and 
money. 
(v) The use of index numbers to adjust accounts makes possible measurement of 
purchasing power, but such treatment of costs and receipts does not create or 
destroy actual purchasing power. 
This criticism is due to misunderstanding regarding the objectives of 
applying index numbers to historical cost accounts. The exercise is aimed at 
merely measuring transaction costs and receipts in units of homogeneous 
purchasing power. Being a measurement device it does not and cannot create or 
destroy purchasing power. 
(vi) The application of GPPA method recognises purchasing power gains or losses 
arising due to price changes which it is feared may be confused with operating 
profits. Thus, the results of managerial skills and decision are likely to be 
obscured. 
This criticism seems to be unfounded. The truth of the matter is quite 
opposite. The use of index method, in fact, makes it possible to distinguish 
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between earnings arising out of price changes and earnings as result of managerial 
efforts and efficiency, 
(vii) The adjusted accounts are not useful from taxation point of view because the tax 
authorities accept only historical cost accounts. Accordingly, it is difficult from 
practical point of view to reconcile the results of two sets of accounts. 
This objection is valid but the approach is incorrect. The suggestion that the 
adjusted accounts should not be prepared so long as the tax authorities do not 
accept them appears to be pessimistic. The tax authorities would develop some 
inclination towards adjusted accounts in past years on a regular basis. We firmly 
believe that if a large number of finns in the country start working out adjusted 
accounts on a regular basis even in the absence of any tax concession, the 
government would become conscious of the problem and a satisfactory solution 
would ultimately emerge, 
(viii) The critics of the index method adjusting historical cost accounts also maintain 
that the adjusted accounts would hardly be of any values to various users of 
accounts. 
It is well known that important business decisions of firm are taken keeping in 
mind the perfonnance of the business in real tenns and in monetaiy tenns. Similarly, the 
decisions of the outside users of accounts are also influenced by real business 
perfonnance. Needless to mention that such is made available by the use of the GPPA 
method accounting for price level changes. 
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CuiTent Cost Accounting (CCA) Method: This method differs from General 
Purchasing Power Accounting and has now emerged as an important variant of the 
replacement cost. This method was first suggested in 1975 by the Sandilands Committee 
- an independent committee of inquiry into inflation accounting appointed by the 
Govermnent of U.K. under the Chairmanship F.E.P. Sandilands, the then Chancellor of 
the Exchequer in the United Kingdom ' . Hard on the heels of Sandilands Committee 
Report (1975) came Exposure Draft (ED) - 18 issued by the Inflation Accounting 
Steering Group (lASG) also known as Moipeth. ED-18 required the companies to give 
inflation-adjusted accounts in the primaiy financial statements. However, due to some 
technical flows ED-18 was not well received. After considerable study and debate, in 
1980, the Accounting Standard Committee in U.K. issued the standards on this subject 
i.e., "Statement of Standard Accounting Practice (SSAP) -16". Until 1985 SSAP-16 
remained as the current accounting for price level changes (APC) standard despite many 
shortcoming leveled against it. Exposure Draft (ED) 35 was issued in 1985 as proposed 
successor to SSAP-16. The ED-35 (Accounting for the effect of changing price) will 
apply to all listed companies that are neither value-based nor wholly- owned subsidiaries. 
So the current cost accounting method gains popularity and this evident in the 
report of inflation accounting committee in the United Kingdom (Sandilands 1975): 
"CCA will indicates, more clearly than existing accounting conventions, the effect of 
inflation on a cbmpany's affairs and that it is urgent that it should be introduced as soon 
as possible. However, it should not be assumed that accounting for inflation is in itself a 
panacea for the difficulties during a time of inflation" '^ . 
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The current cost accounting approach belongs the family of accounting concepts 
that measures assets reference to their present value rather than their historical cost. 
Particularly, the business income is not recognised as earned until operations have been 
changed for the current value of the assets consumed during the accounting period. 
The Current Cost Accounting may be defined as " a foim a accounting where all 
assets are shown at current replacement value otherwise named as entry value and all 
liabilities are shown at present value". The main object of CCA is to provide useful 
information that is available from historical cost based accounts alone, for the guidance 
of the management and outsiders (Shareholders, Creditors, Potential Investors, Tax 
Authorities etc.) on certain important issues such as financial viability, retum on 
investment, pricing policy, cost contiol and distiibution decision and gearing. It seeks to 
judge the ability of the business to perfonn in the future as in the past and pays dividend 
or finances expansion with out requiring new external financing. 
Beside, this method is based on an economic theoiy of value and reflects a conect 
profit after matching curtent costs with curtent revenues and gives a coiTect valuation of 
assets and liabilities in the balance sheet at their current value. 
The current cost accounting accepts money as the appropriate unit of 
measurement. They propose however that the assets and liabilities must be show on the 
balance sheet at " the value to the business". The value to the business is that which the 
firm would Icfse if deprived of the assets usually this is estimated at the replacement cost 
of the asset i.e., the cuiTent market price of the asset. 
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The Current Cost Accounting based on the concept of 'operating capability', 
which may be viewed capable of providing with its existing resources during a given 
period. The capital gains, which accrue as a result of the rise in the price of real assets 
owned by the firm, are shown in a special reserve account along with the shareholder's 
resei've. 
Further current cost accounting differentiates between operational gains and holding 
gains. Operating gains are defined as revenue less current cost of assets consumed. 
Holding gains are the gains that result from an increase in the value of physical assets 
owned by the firm. Holding gains should be retained in the firm so as to provide 
sufficient capital for maintaining the physical capacity of the business. Only operating 
profits are distributable profit. 
The cunent cost accounting makes three main adjustments to tiading profit 
calculated on historical cost basis before interest. These three adjustments are: 
depreciation adjustments. Cost Of Sales Adjustment (COSA) and Monetaiy Working 
Capital Adjustment (MWCA) besides gearing adjustment under which the current cost 
profit attributable to shareholder is obtained. 
Now we will discuss here the procedure for preparation of current profit and loss 
account by calculating these adjustments. Also, an attempt is being made to evaluate the 
converted financial statement under cunent cost accounting method. 
Cost cff Sales Adjustment (COSA) represents the difference between the current 
cost of inventories at the date of sale and the amount charged as the cost of goods sold in 
computing historical cost profit. As far as sales is concerned, it is cunent revenue hence 
70 
requires no adjustment in the historical profit and loss account. Historical cost of sales is 
equal to (opening stock + purchased + direct expenses) minus (closing stock). Likewise, 
cunent cost of sales is calculated by applying mid-period concept and converted opening 
and closing stock are reviilued at mid-year indices as shown in the following example. 
Cost of Sales Adjustment is ascertained (i) by deducting historical cost of the opening 
stock from the historical closing stock (ii) the average cuiTent cost of closing stock so 
ascertained, deduct there from the average current cost of the opening stock and finally, 
from the result in (1) deduct the result in (ii) to give the Cost of Sales Adjustment. 
To illustrate, assume: Opening stock at historical cost is Rs. 20 000 index number 
180, purchases during the year Rs. 60,000 index number 198 (average) and closing stock 
Rs. 25,0000 index number 220. 
Rs. 
Cost of goods sold is opening stock 20,000 
Plus Purchased 60,000 
Cost of goods available for sale 80,000 
Less: Closing Stock 25.000 
Cost of goods sold at historical cost 55,000 
Cost of sales Adjustment will be calculated as under: -
25,000 - 20,000 = 5,000 
Average curtent cost of opening stock 
(25,000 x 198/200) = 22,500 
Less: Average current cost of opening stock 
(20,000x198/180)^22,000 500 
Therefore COSA 4.500 
In other way we can ascertain COSA by computing the current cost of sale for 
using revised amounts of the opening and closing stock, that is. 
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Opening stock Rs. 22,000 + purchased Rs. 60,000 minus closing stock Rs. 22,500 = Rs. 
82,000 current cost of sales minus Rs. 55,000 cost of goods at historical cost = Rs. 45,000 
COSA. 
The next item in the preparation of current income statement for the current 
financial year is the depreciation adjustment. This reflects the difference between 
depreciation calculated on cunent cost and depreciation already charged on the basis of 
historical cost income. Therefore, the cuiTent year's depreciation under cuiTent cost 
accounting method is calculated as under: 
Current year's depreciation = opening current value of the asset + .closing balance of 
cunent value of asset divided (2 x total live of the asset). For example, on I-I-I984, 
opening balance of current value of machine is Rs. 30,000 and closing balance of 
converted value is Rs. 40,000 and the useful life of machine is 10 years. In this case the 
depreciation will be: 
30,000 + 40,000 = 70,000 =35,000 
2 2 
Depreciation will be Rs. 35,000 x 1/10 = Rs. 3,500 
Similarly, the current cost depreciation can be calculated by revising the 
depreciation charge in accordance with the charge in the appropriate index level between 
the year of purchase of the asset and the cunent year. The fonnula for this is: 
Historical cost x closing index 
Opening index 
For instance,,a firm purchased a machine on 1.1.1984 for Rs. 1,00,000. Its estimate 
useful life is 10 years. The index numbers for the assets are: January 1, 1984 = 100 
December 31,1990=200 
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If the rate of depreciation is 10% under SLM, then the value of machine as on 
31.12.1990 under historici-l cost accounting and cunent cost account will be as under 
Machine Rs. 1,00,000 200/100 Rs. 2,00,000 
Depreciation @ 10% (accumulated 
amount upto31-12-1990 Rs. 70,000 200/100 Rs. 1.40,000 
30,000 200/100 60,000 
Depreciation adjustment; 
Current cost depreciation @ 10% on Rs. 2,00,000 = 20,000 
Less historical cost depreciation @ 10% on Rs. 1,00,000 ^ 10,000 
Depreciation adjustment 10,000 
Backlog depreciation arises eveiy time when a depreciation asset is revalued. This 
is the difference between the actual depreciation charged to provision for depreciation 
through profit and loss account and the depreciation that should have been charged on the 
basis of the current value of the asset. This should be charged either to general reserve or 
against the related revaluation surplus on the fixed assets. The former will ensure that a 
concern maintains its operating capital at the time of the replacement of fixed assets. The 
latter procedure has been recommended in U.K. standard (SSAP-16). 
To illustrate, assume a machine was purchased on 1-1-1981 for Rs. 50,000 and its 
expected life was ten years. On 1-1-1984 a similar machine new one cost Rs. 15,000 and 
on 31-12-1984 Rs. 20,000. In this example the current value of the machine as 
on 1-1-1984 Rs. 15,000 and expired proportion is 3/10 (out of 10 years), therefore, 
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depreciation provision under cunent cost accounting is 3/10 x 15,000 = 4,500, The 
current value of machine as on 31-12-1984 is Rs. 20,000 and expired proportion is 4/10, 
therefore depreciation provision under cunent cost accounting is 4/10 x 20,000 
Rs. 8,000. 
Average current cost of machine 
durmg the year = 15,000 + 20,000- 17,500 
2 
Depreciation of 1/10 x 17,500 = 1,750. 
Therefore backlog depreciation = (8,000 - 4,500) minus depreciation adjustment i.e., 
8000-45,000 = Rs. 3,500 - 1,750 = 1,750. 
Another adjustment called as the monetaiy working capital adjustment (MWCA) 
reflects the amount of addition (or reduced) finance needed for monetary working capital 
as a result of changes in the input prices of goods and services used and financed by the 
business. Monetary working capital is the aggregate of (trade debtors + B/R + repayment 
+ amount of the stock which has not been included in the cost of goods sold) minus (trade 
creditors + B/P + that part of the bank overdraft which is related with the stock). At the 
time of raising prices, a business needs more funds to finance monetary working capital. 
This adjustment reflects the additional need of funds. 
The procedure to calculate monetaiy working capital is (1) monetaiy working 
capital in the beginning; (ii) monetaiy working capital at the end; (iii) monetary working 
capital at the end minus monetary working capital at the beginning (iv) above two 
monetary working capitals are adjusted with the general price as under:-
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(a) Opening monetary working capital x average index number 
opening index number. 
(b) Closing monetary working capital x average index number 
closing index number. 
Deduct (a) above from (b) above and (v) the amount found out as per (iv) above is 
deducted from the amount found out as per (iii) above and thus amount so found out will 
be monetary working capital adjustment. 
To illustrate, assume the opening balance of trade debtors is Rs. 90,000 and closing 
balance of trade debtors is Rs. 10,500 similarly, the opening balance of trade creditors is 
Rs. 5,000 and closing balance of tiade creditors is Rs. 6,000 Index No. in the beginning 
100, Average 120 at the end 150 MWC in the beginning - 9,000 - 6,000 = Rs. 4,000 
MWC at the end =10,500-6,000=4,500 
4,500-4,000 =500 
4000 X 120/100 = 4800 
4500x120/150 = 3600 
3600 - 4800 = (-) Rs. 1,200. 
500 - (-) Rs. 1,200 = 1700 this is the monetaiy working capital adjustment (MWCA). 
The MWCA should not include creditors or debtors relating to fixed assets bought or sold 
or under construction. 
The last adjustment called 'gearing adjustment' is made where a proportion of the 
assets of the business is financed by bonowing. In other words the net total by the 
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proportion that borrowings bear to the total operating capital employed. This adjustment 
reflects the capital structure of the company. The procedure to calculate the gearing 
adjustment is: 
Gearing adjustment = L x A 
L +S 
Where L = Average net borrowing 
S - Average shareholder interest. 
A = the total of the cunent cost adjustment. 
A comprehensive illustiation showing the application of current cost accounting 
(CCA) and general purchasing power accounting based on historical cost accounts is 
given in appendix -I at the end of this chapter. 
The current cost accounting suffers from many serious defects and has been severely 
criticised. Before examining their criticism, let us look stiong points in favour of the 
current cost accounting in brief 
1. It is gratifying that a government appointed committee has for the first time in the 
U.K. recognised the serious nature of the problem of price changes in accounts 
and has recommended for the use of accounting technique to overcome this 
problem. 
2. The contention of the committee that earning and assets of the firm should be 
measured by reference to valuation is quite logical and useful for some groups of 
users of accounts. 
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3. The current cost accounting recognises that it is only the current costs that should 
enter into determination of income. 
4. The separation of holding and operating gains enables the measurement to 
evaluate its performance. 
5. The breakup value of assets and liabilities as given by the CCA represents a more 
accurate and real financial position of an enterprise than that given by the existing 
accounting practices. 
The various criticism will be examined under the following four heads. 
1. Characteristic of an ideal unit of measurement. 
2. Principals of a careful accounting system. 
3. Theoretical objections. 
4. Practical problems. 
1. The Sandilands Committee has suggested that an ideal unit of measurement should 
develop the following important criteria: 
(a) The unit should be equally useful to all users of accounts. 
(b) The unit should not change from year to year. 
(c) The unit should be the same for all enteiprise presenting financial statements. 
(d) The unit should preferably be a physical object, which should be exchanged by the 
users of accounts. 
(e) The unit should represent a constant value through unit. 
A close analysis of the whole issue reveals that the criteria No. a, b, & c are equally well 
satisfied by the purchasing power unit. Criteria (d) does not seem to be much relevant. 
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No useful puqDose is sei-ved if a unit of measurement is a physical object capable of being 
exchanged by its users. 
The above account brings to light various limitations of the Sandilands cunent 
cost accounting. It is theoretically weak and involves many practical problems. 
Commenting upon the recent development in inflation accounting vis-a-vis current cost 
accounting, Prof. Baxter rightly remarked that "because of inflation the old pattern must 
change abruptly. Accountants have been ordered to take great leap forward. They are 
being pressed to bring in a big refoiTn for which their tiadition and training fit them 
properly. They are to choose between strange concepts and learn novel techniques. For 
comparatively, they are being exhorted to huny yet they known what a false move will 
do much harm to business, to investors and to their own profession. Small wonder that 
they are rattled and rebellious" "^ . 
Following the submission of Sandilands report, the Inflation Accounting Steering 
Group (lASG) was fomned on Jan. 6, 1976 under the Chairmanship of Mr. Gouglas 
Moipeth. The lASG was entrusted with the responsibility of preparing a draft based on 
the report of Sandilands Committee taking nil account the comment on that report by the 
consultative Committee of Accountancy bodies (CCAB) and other representative bodies. 
Then came 'Inflation Accounting - the interim period a statement issued in Januaiy, 1976 
by the ASSC (Accounting Standard Steering Committee) with the authority of the 
councils of member of the Consultative Committee of Accountancy Bodies (CCAB) for 
the guidance of the members of these bodies on presentation of accounts during the 
interim period between the publication of the Sandilands report and the issued of related 
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SSAP-7 (Statement of standard Accounting Practice-7) ^^ The companies were advised 
to continue with the method already in use and not to apply CCA for the time being. 
However, they were suggested to develop CCA information for the use in their 
management accounts. The companies were also urged to prepare in the mterim, 
supplementary statements adjusting the results and financial position of the company for 
the efforts of specific and general price level changes, using the CCA method as 
amplified in the Initial Reactions to the. Report of the Inflation Accounting Committee by 
CCAB, issued in November, 1975 or CCA method or the CPP method based on historical 
cost set out in PSSAP-7. After about a year of its implementation the lASG prepared 
'Proposed Statement of Standard Accounting Practices- ED 18: CCA and the same was 
issued for comment by the Accounting standards Committee (ASC) on 
December 1, 1976 "*. The exposer period was kept six months and it was envisaged that 
the SSAP would be published on Jan 31, 1978. Its implication was phased over 3 years 
period and the first accounts covered by it were to be those of the largest enterprises for 
accounting periods beginning on after July 1, 1978. No specific date was mentioned for 
application of the standard to business which did not disclose in their accounts. For 
previous period either to turnover or total assets in excess of f 1,00,000. To provide 
continuity of information during the hansition period before full-scale adoption of CCA, 
it was suggested that for a two-year period companies should publish their results on 
historical cost basis in addition to their current cost accounting results. The historical cost 
accounts should continue to be prepared in conformity with Statement of Standard 
Accounting Practice based on the historical cost convention. 
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ED-18 was received with the mixed reaction. The council of ICAEM (Institute of 
Chartered Accountant in England and Wales) submitted its view on the document by 
May 1977 and favoured most of the proposals contained there in ''^ . The Institute 
suggested that Form of ED-18 should be simplified. The Institute also approved the 
proposal of ED-18 the CCA accounts should be accompanied for the time being by a full 
set of historical cost accounts, but it opined that the question whether this should be 
continued for more or less than two years should be left open. 
The events took a dramatic tum when at the English Institute's of Special Meeting 
on July 6, 1977, a resolution 'that the members of the ICA in England and Wales does 
not wish any system of CCA to be made compulsoiy was carried by 54 per cent majority. 
The similar rebellion was notified among the members of the Association of Certified 
Accountants. Following the attitude of the ICAEW, the President of the Institute of Cost 
and Management Accountants said that if a standard is to be of any value it must be 
mandatory. However, the Accounting Standard Committee (ASC) still held its view that a 
generally acceptable system of cunent cost accounting was urgently necessary. The 
Accounting Standard Committee working partly under the Chainnanship of Mr. William 
Hyde was still busy developing interim guidelines for inflation accounting. The Hyde 
guidelines 'Inflation Accounting: An interim recommendations were issued by the 
Accounting Standard Committee in the month of Nov. 1977 "^. These recommendations 
were applicable to the companies listed on the Stock Exchange. After the issue of ED-18 
by the ASC, the Accounting Standard Committee constituted various working parties 
each entrusted with the task of developing proposals on different aspects of inflation 
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accounting based on ED-18 in the light of comments on discussion. The final outcome of 
these deliberations would forni the basis of contents of four discussion papers which were 
expected from the lASG in November, December, 1977. Paper 1, would contain 
proposals for a 'core' standard on the main elements of current cost accounting. Other 
three papers would contain 'Satellite' standards on fixed asset, stock of smaller 
companies. Assuming that the discussion papers would be issued according to the 
schedule, it was hoped to produce standard or standards on cunent cost accounting by the 
middle of 1978 and the projected starting date for major companies was put at 
Jan.l, 1979. It was also envisaged that for two years the current cost accounting 
information would be given as supplementaiy to historical cost figures and thereafter the 
cunent cost accounting would become a definitive system, but with historical cost figures 
produced on a supplementaiy basis for a further two years. As the four discussion papers 
expected from the lASG have not come out as per the schedule, the finalization of a 
standard by the Accounting Standard Committee and the implementation of the current 
cost accounting are likely to be further delayed. 
When compared current cost accounting the general purchasing power accounting 
method possesses the following important superiorities over CCA. 
(i) The general purchasing power accounting method permits the relation of historical 
cost accounts whereas the cunent cost accounting method replaces them by new 
sets of accounts. This feature of the general purchasing power accounting method 
meets the contention of the advocates of historical cost accounting that accounts 
should be based on the results of the actual business tiansactions. 
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(ii) The general purchasing power accounting method stresses upon the need for an 
all-incentive adjustment of fmancials statements. Accordingly all items of the 
profits and loss accounts and the balance sheet are considered in this method. On 
the other hand, the current cost accounting method considers only two items 
namely inventories and fixed assets, 
(iii) The purchasing power gains / losses, which are in the nature of costs of holding 
monetary asset and liabilities during the period of changing price-level, are 
considered under the general purchasing power accounting method but not under 
current cost accounting method, 
(iv) The index-adjusted accounts enable their users to distinguish meangingly between 
capital and income, a fact, which is vital to the sumval and growth of the finn. 
(v) Unlike the cuiTent cost accounting the general purchasing power accounting are 
free from weaknesses common to different assets valuation techniques, which 
discard transaction criterion and are subjected to varying degrees of individual 
judgment and opinion. Naturally, therefore, the general purchasing power 
accounting method can lay claim, among others, to objectivity, which are lacking 
in the current cost accounting method involving property appraisals. 
Real Replacement Cost: Another method has recently been suggested in some quarter is 
essentially a compromise foiTnula based on cunent cost accounting or RCA and GPPA. 
The objective underlying this method is to remove the effects of inflation from the 
appropriate replacement cost accounts and, where necessaiy, restate the real balance in 
end-of-period money units. Under this method the adjustments of fixed assets an 
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inventories are to be made with reference to specific indices. In addition the monetary 
items are considered for calculating purchasing power gains and losses. By combining 
general price level adjustments with the use of current prices of specific assets, all the 
advantages of both the methods can be obtained. The use of price level adjustments 
enables the measurement of purchasing power gains and losses on monetary items, and 
the use of cuixent prices of specific assets makes possible the measurement of holding 
gains. However, on account of various reasons this method cannot be recommended 
practical application at the present moment. Its practical application may prove difficult 
because of theoretical objections against such compromise. 
Conclusion. 
In this chapter we examined three important proposals for price-level accounting 
viz. replacement cost accounting (including Sandilands cunent cost accounting) general 
purchasing power accounting and replacement cost accounting. It was noted that 
replacement cost accounting fell on many grounds both theoretical and practical. In 
comparison with replacement cost accounting (or current cost accounting), general 
purchasing power accounting was found to be theoretically better and it could be used 
without much practical difficulty. The above discussion makes it clear that the general 
purchasing power accounting method is critically better and practically more convenient. 
The criticisms against this method do not hold much ground. Besides, the misgivings of 
some opponents with regard to practical difficulties in the application of this method do 
not seem to be well founded. The empirical studies undertaken and use of this method by 
companies to produce supplementaiy financial statements on an experimental basis have 
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shown that this method can be used with out much difficulty. In the next chapter, 
therefore, we would like to analyse the presentation of inflation accounting information 
as it may relate to the practice of inflation accounting in the companies in India and their 
comparison with the foreign companies where the developments are given on the basis of 
price level changes. 
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Appendix-I 
T.V. Suzuki limited started a business on l" Januaiy 1999 with an initial 
investment of Rs. 28,00,000, which comprised Rs. 24,00,000 as capital by the owners of 
the company and Rs. 4,00,000 as loan from bank at 10% interest. 
On the same day, the company purchased a machine costing Rs. 20,00,000 and 
goods worth Rs. 8,00,000. It is decided to depreciate the machine at 10%. On the 30"' 
June of the same year, one half of the goods were sold for Rs. 12,00,000. 
The movements in the price index numbers during the year were as under. 
Jan. I June 30 Dec. 31 
Index of general prices 100 120 132 
Index of Specific prices 100 160 180 
Assuming that the movements in the prices of goods and machine were similar, an 
income statement and balance sheet of the company is prepared according to the 
following methods. 
1. Historical Cost Accounting 
2. Cuirent Cost Accounting and 
3. General Purchasing Power Accounting (Ignore income tax). 
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Income Statement for the year ended ST' December 1999 
According to various methods of accounting for changing prices. 
Pailiculars 
Sales Revenues 




Income after interest 
Realised holding gain 
Purchasing power gain 
(Loss) on monetary items 
Realised Income 











































Depreciation on Machine 
20,00,000 X10 = 2,00,000 Depreciation at H.C 
100 
20,00,000 X180 = 36,00,000 x 10 = 3,60,000 Depreciation at CCA 
100 100 
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2. Realised holding gains 
(6,40,000-4,00,000) = 2,40,000 
3. Umealised holding gains 
(4,00,000 X 180) = 7,20,000 - 4,00,000 = 3,20,000 
100 
4. Sales revenue under GPPA 
(12,00,000 X132) = 13,20,000 
120 
5. Cost of goods sold under GPPA 
(4,00,000 X i l2 ) = 5.28.000 
100 
6. Depreciation under GPPA 
(2,00,000 X132) = 2,64,000 
100 
7. Purchasing Power gain (Loss) on monetary items. 
[(4,00,000 X 132)] - 4,00,000] - [(12,00,000 x 132)] - 1,20,000] 
120 
=5,28,000 - 4,00,000 = 1,28,000 
= 13,20,000- 12,00,000=1,20,000 
= 1,28,000 - 1,20,000 = 8,000 
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Balance Sheet as on 3V^ December 1999 




















































1. Capital under GPPA. (24,00,000 x 132) = 31,68,000 
100 
2. Revaluation Surplus (20,00,000 x 180) = 20,00,000 
100 
= 36,00,000 - 20,00,000 =16,00,000 
3. Machine under CCA (20,00,000 x 180) =36,00,000 - (36,00,000 x i0_) = 3,60,000 
100 100 
= 36,00,000 - 3,60,000 = 32,40,000 
4. Value Machine under GPPA 
(20,00,000 X 132) = 26,40,000 - (26,40,000 x i0_) = 2,64,000 
100 100 
= 26,40,000 - 2,64,000 = 23,76,000 
5. Cash Account 
Rs. 
Capital 24,00,000 Machine 
Loans 4,00,000 Purchases 
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CHAPTER - 3 
Inflation Accounting Practices in Some Foreign Countries 
Introduction 
In the preceding chapter, our attempt was to examine and evaluate the approaches of 
inflation accounting to deal with the problem. Also a comparative study of both the 
approaches followed by different enteiprises to tackle the inflation was made. The 
present chapter is primarily devoted to a study of the inflation accounting practice in 
foreign countries. This chapter will throw light on the inflation accounting in some 
foreign countiies viz.. United State of America, United Kingdom, Canada, France, 
Belgium, Sweden, Japan, GeiTnany, Austialia and Italy. A recent survey ' of inflation 
accounting practices in other countries has indicated that attempts to mitigate the 
distorting effects of inflation on financial statements are found in many forms and in 
many countries. The surveys are peimitted in a large number of countries besides the 
United Kingdom. In certain countries such revaluations have been made compulsory at 
certain times ,^ and in some South American countries annual revaluations of assets have 
been required by the authorities for some years. This has been the case, for example in 
Brazil since 1964, in Chile since 1963 and in Argentina since 1972. 
A wide variety of more or less sophisticated methods of assets revaluation have 
been adopted in different countries. In some, all companies use a single wide-ranging 
index, usually a consumer price index or wide- ranging index of wholesale prices. Most 
South American countries use such a method because it is simple and easy to administer 
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in a rapidly developing country. However, other countries permit more precise methods 
of valuation to be used, based on individual estimates of value or specific indices. This is 
the present position in the United Kingdom. In the United States of America revaluations 
of assets are not pennitted in the basic accounts, but few other countiies maintain this 
strict historic cost position. 
I'he ultimate approach to the problem as we know is asset write-up. In varying 
degree, this has been required by the governments of Italy and Japan. Increased 
depreciation based on write-up is pennitted in these countiies, and also in Belgium, 
France'^ , Germany pennits write-up but no additional depreciation may be deducted. 
Further, even though their governments neither prescribe write-up, nor pennit additional 
depreciation on the increased base, there is a fairly widespread practice of upward 
revisions of assets in Austialia, Canada and Great Britain. 
Of those assets adjusted, the majority are fixed assets, although in some cases 
almost all assets were restated. The example of restatements in different countries are 
being given in this chapter. The amount of the revaluation has been detemiined in some 
cases by appraisals, in others by the use of statutoiy price level coefficients setting an 
upper limit on a reasonable value, considering such factors as replacement cost, use, 
capacity and earning power. 
The results created, as a result of asset write-up has in some cases remained free of 
tax. Japan haS taxed revaluation suiplus and Germany levied a tax on revalued net worth. 
Only the amount of revaluation surplus subsequently capitalized is taxed in France and 
Belgium. 
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The Belgium, incidentally, have been something of pioneers in this price level 
area. As early as 1936, their government attempted to give relief from taxation of price 
level gains on the sale of capital assets. It issued a table of coefficients by years, these to 
be applied to the cost of capital assets, in accordance with the year of purchase. 
Depreciation previously allowed was to be deducted from the revaluation asset, and only 
the excess of the proceeds over this next value taxed as gain. 
While it may considered only a partial answer to the price level problem, more 
acceleration of the process of depreciation accounting based on cost, has a tendency to 
overcome some of the distortions. Initial depreciation (where an abnonnally large amount 
is peiTnitted to be deducted in the year of acquisition), accelerated rate depreciation and 
declining balance are employed in many areas. This latter method is government 
endorsed and is in general use in U.K., despite the recommendation of the Institute of 
Chartered Accountants in England and Wales that straight line be used exclusively. In 
Gemiany and Sweden, the tax authorities pennit immediate write-off of fixed assets if 
they are used a certain amount or have a life of less than two or three years. 
In the U.S.A. the use of LIFO as a modified inflation-conecting device is quite 
familiar. Other countries whose tax laws pennit the use of LIFO are Canada, Italy, and 
Japan. Base stock, used sparingly are, is used widely in Sweden, recommended by 
professional accountants in Japan (although not permitted there for tax pui-poses), and is 
pemiitted in modified forni in France and Italy. 
A number of techniques are used in the area of establishing reserves, some merely 
surplus appropriations and other actually used in the determination of net income. The 
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former are most prevalent in Australia, Canada and U.K. the setting up replacement or 
price fluctuation reserves, as a charge to income has been utilized both as a tax deduction 
and without tax effect in France, Germany and Italy. 
Several other approaches might be classed as economic expedients rather than 
corrective accounting devices. Over and above the usual depreciation deductions, in the 
U.K permits additional tax deductions for a certain percentage of capital investments. A 
more controlled form of this resei^ ve approach is permitted in Sweden. 
A rather drastic means of avoiding the over staging affects of inflation on profit is 
the deliberate understatement of income, i.e., the creation of secret reserves. Oddly 
enough, this practice is even condoned by some governments, and is prevalent in 
Austialia and Sweden. In recent years, however, the Swedish government has deemed it 
necessary to limit some of its earlier liberalities."* 
The United States of America 
In USA, the accounting principle Board (APB) of the American Institute of certified 
public accountant (AlCPA) and its predecessor, the committee on accounting producer 
under took extensive studies on the subject of inflation accounting as early as 1947.^  In 
the late 1960's and early seventies the professional accounting bodies favoured a method 
of constant purchasing power accounting similar to the one proposed by Sweeney in 1936 
in his book Stablished Accounting. Later on, a major study on the subject published in 
1963 by AlCPA under the title, "Reporting The Financial Effects of Price level 
Changes".^ Another important landmark in the development of General Purchasing 
Power Accounting method was the publication by the Accounting Principles Board 
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(APB) which issued statement No. 3, in June 1969 of "Financial Statements Restated for 
General Price-leveh changes". This statement is recommended that historical dollar 
financial statement be supplemented by general price level information. But this 
recommendation of accounting principles board that companies should adopted the 
general purchasing power method has hardly been taken up by any U.S. companies. 
The sole convention in the direction of accounting for price level changes has been 
the rather widespread adoption of LIFO method, which provides and which one suspects, 
has been adopted more for its tax advantage than for more accurate disclosure of financial 
perfoiTnance. However, where stock volumes are not recorded, the LIFO convention 
leads to the exclusion of stock appreciation from profit and to that extent is in line with 
the principles of current cost accounting, as recommended by Sandilands Committee in 
U.K. 
Later, in December 1974, the Financial Accounting Board (FASB), a successor to 
the Accounting Principles Board issued a proposed statement entitled "Financial 
Reporting in Units of General Purchasing Power" which would have required reporting 
of certain information from general price level adjusted statements beginning on or after 
the January 1, 1976 fiscal year. 
In late 1975 while FASB was studying the comments it had received on the 
proposed statement, the Securities and Exchange Commission (SEC) which had also 
been studying the problem of inflation accounting for sometime, decided to issue 
Accounting Series Release No. 190 (ASR 190), "Notice of Adoption of Amendments to 
Regulation S-X Requiring Disclosure of Certain Replacement Cost Data". 
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In March 1976, the U.S.A. probably being the most advanced industrial country 
currently least concerned about inflation became first to require its major manufacturing 
companies, by law, to include in their accounts an indication of the impact of inflation on 
their operations. The decision was taken by the Securities Exchange Commission (SEC). 
The SEC's action has been taken the from of amendments to its corporate disclosure 
regulations and requires companies to add to their 1976 balance sheet; to be published in 
early 1977, footnotes setting out the impact of inflation on specific balance sheet items. 
In arriving at what fonn of inflation accounting to adopt, the Securities Exchange 
Commission has taken up a position similar to, but far less sweeping than that adopted by 
the Inflation Accounting Committee in U.K. (Sandilands Committee). It has taken the 
view that replacement cost accounting is the most appropriate adjustment to inflation. In 
doing so it has rejected the position which the U.S. financial Accounting Standard Board 
appeared to be moving towards. The FASB has published discussion proposals on current 
purchasing power accounting, under which inflation is corrected by applying price index 
criteria. 
The new regulations require that companies with inventories, property, plant and 
equipment valued at $100 million and accounting for over 10 per cent of gross assets 
must include in their accounts footnotes containing inflation adjustments. The footnotes 
must disclose the estimated replacement costs of inventories (that is stock) and 
productive cajDacity at the end of each fiscal year, for which a balance sheet is required. 
They must also disclose the approximate amount of cost of sales depreciation based on 
replacement cost for the two most recent full fiscal years. The companies are further 
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required to disclose the method for calculating these replacement cost figures. But the 
information may be presented "either as a footnote to the financial statements or in a 
separate section of accounts and in either case, it is to be shown as "unaudited". 
Thus whereas Sandilands Committee envisages sweeping away the traditional 
historic cost accounting, the Securities Exchange Commission is only requiring the major 
corporations to include what it concedes may be subjective estimates of the impact of 
replacement cost accounting in unaudited footnotes. The SEC's new regulations provide 
that companies may show the replacement cost data in tenns of ranges rather than single 
figures and discuss the imprecise nature of the new data, indicate their plans for 
replacement or non-replacement of assets and indicate, for example, the likely impact of 
changing technology on their cost structure . 
Currently, however, business seems to have taken the view that it might as well as 
bow to the inevitable and there is little sign of the earlier contioversy reviving. In part 
this reflects the fact that inflation in the U.S. is now thought to be mnning at only 6 per 
cent, and therefore, the impact of the replacement cost footnotes on accounts is likely to 
be less significant than it would have been a year ago. The implications for inflation-
adjusted profits are also less serious now that coiporate earnings are recovering shaiply 
from last year's serious setbacks. '" 
Thus whereas currently conceptually, there were considerable difference between 
the cuiTent cost of fixed assets under the cunent cost accounting method recommended in 
the UK by the Sandilands report at that time and the Securities Exchange Commission 
replacement cost of the equivalent capacity of fixed assets. The Sandilands method deals 
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with the fixed assets a company actually owns, and the current cost normally would be 
their replacement cost The Securities Exchange Commission is concerned with 
replacement cost of the equivalent productive capacity of the fixed assets. The difference 
in the two approaches still persists and to select one for its appropriateness is still a 
difficult task. 
On March 31, 1977, many of the United States' largest public companies fields 
with the Securities and Exchange Commission their first annual replacement cost-rule. In 
a study made by Arthur Young (a prominent CPA finn in the USA), summarising the 
result of 175 companies which disclosed the data by the time of study, the cunent cost of 
replacing gross productive capacity was, on average, about two times the original cost, 
net productive capacity was from two-thirds to three-fourths higher on a replacement cost 
basis; and current cost depreciation expense. However, the degree to which replacement 
costs exceeded historical costs varies widely among the companies included in the study. 
The ratio of replacement cost to the historical cost of inventories varied significantly, 
depending on whether the FIFO or LIFO method was used in preparing financial 
statements and whether additional replacement cost depreciation was included in 
estimating the replacement cost of inventories. 
The Securities Exchange Commission rule did not require disclosure of net 
earning adjustments (and in fact does not provide all the necessary data to make this 
conversion), but a study of 30 Dow Jones industiial companies done by T. Rowe Price 
Associates showed that on an average pretax profit margin has declined from 8.9 per cent 
to 5.9 per cent, price/earnings multiple has increased from 10.3 to 33.7 and the dividend 
99 
pay out ratio increased to 144.9 per cent from 44.3 per cent. According to their summary, 
7 out of 30 companies would find their earnings converted to net losses. US Steel, one of 
the hardest hit companies, would find its stock selling at a price / earnings multiple of 93 
and would effectively be paying dividends amounting to 3.96 times its earnings. 
The business community did not receive ASR 190 well. There were both 
conceptual and practical problems. Business Week's characterisation of ASR No. 190 as 
a "curious dream world" probably captured the gist of arguments put against the 
proposal. Continent Oil in its report to Securities Exchange Commission stated that "it is 
the opinion of management that these data are of limited, if any, value because of the 
substantial conceptual difficulties and the imprecision inherent in the estimation process". 
Similarly, General Motors considered replacement cost data as "of no value because of 
the subjectivity involved in making these estimates, and because the concept is based on 
an unrealistic premise, i.e., the total replacement of all productive capacity at one time. 
Accordingly, these data must be viewed as simply the result of the mathematical 
calculations based on the guidelines established by SEC. 
The SEC did not require the companies to disclose replacement cost information 
in annual reports to shareholders as long as they provided their shareholders with a 
generalised description of the impact of inflation and referred them to the information 
contained in Form 10-K of the report. According to Arthur Young's study, nearly 80 per 
cent of the companies just did that, 10 percent took a partial disclosure approach, less 
than 10 per cent included their full 10-K disclosure in shareholders reports, while a few 
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merely referred readers to the Foiin 10-K report without discussing the impact of 
inflation. 
ASR 190, when issued for the fust time in 1976 was experimental in its nature, but 
SEC decided to continue with its replacement cost disclosure rule for the time being. 
FASB's proposed statement issued in 1974 also could not get off the ground. The need 
remained to explore in a meaningful way the various methods whereby business could 
report the effects of inflation on their results of operations. To assist the FASB in the 
effort to develop a "Conceptual Framework of Accounting and Reporting" AICPA 
constituted a task force to study the various proposals of concept and measurement. Four 
accounting models were developed from various alternative conducted to ascertain their 
suitability. The four models were: 
i. A "simplified" general price level adjusted historical cost approach 
ii. A "modified" historical cost approach requiring LIFO inventoiy valuation and 
indexed current cost depreciation 
iii. A hybrid current-cost cunent value approach 
iv. A comprehensive cuirent value approach. 
Approximately 25 companies participated in the AICPA task force's experimentation 
programme by applying each of the four inflation accounting models to their own 
situation for two consecutive fiscal years. 
After donsidering the participants' responses, FASB issued, in 28"' December 
1978, an Exposure Draft entitled "Financial Reporting and Changing Prices' followed by 
the issuance on 2'"' March 1979 of another Exposure Draft; Constant Dollar Accounting 
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as a supplement to the 1974 proposed statement on general purchasing power 
adjustments. These two exposure draft would require large, publicly held companies to 
present supplemental information on the current year income from continuing operations 
and a five year summary of key data. Companies would have to choose between the 
current cost basis and the historical cost / constant dollar basis price level accounting. 
The exposure period of these two exposure drafts ended on l" May 1979 and in 
September 1979 the FASB issued Statement of Financial Accounting Standard (FAS) No. 
33: Financial Reporting and Changing Prices. 
The objectives of FAS-33 recognise that infoirnation about the effects of changing 
prices should be available to investors, creditors, and others involved in resource 
allocation decisions including those in goveiimient policy making. The information is 
intended to help in assessing future cash flows, evaluating enteiprise performance and 
operating capability, and judging erosion of general purchasing power." 
The major accounting requirements of the Standard are briefly summarised as 
under: 
i. The Statement requires disclosure of both the constant dollar information (arising 
out of changes in the general price-level) as well as the cuiTent cost information 
(arising out of changes in specific prices), 
ii. The index recommended to compute constant dollar information is the Consumer 
Price 'index for All Urban Consumers, published by the Bureau of Labour 
Statistics of the U.S. Depaitment of Labour, and the index numbers of prices of 
specific assets for current cost accounting. Constant dollar accounting is defined 
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by the statement as a method of reporting financial statement elements in dollars, 
each of which has the same (i.e., constant) general purchasing power. Current cost 
accounting is a method of measuring and reporting assets and expenses associated 
with the user or sale of assets at their current cost or lower recoverable amount at 
the balance sheet date or at the date of use or sale. 
iii. No changes are to be made in the primary financial statements. The information 
required by the statement is to be presented as supplementaiy information in 
published annual reports, and may be presented as a supplementaiy statement or 
by way of schedules or supplementaiy notes in financial reports outside the basic 
financial statements. 
iv. The enterprises are required to report. '^  
(a). Income from continuing operations'"^ adjusted for the effects of general inflation. 
(b). The purchasing power gain or loss on net monetaiy items. 
The enteiprise are also required to report: 
(a). Income from continuing operations on a cunent cost basis. 
(b). The current cost amounts of inventoiy and property, plant, and equipment at the 
end of the fiscal year. 
(c). Increase or decrease in cunent cost amounts of inventory and property, plant, and 
equipment, net of inflation. 
(v). , The Statement requires enteiprises to present a five year summaiy of selected 
financial data, including infoiTnation on income, sales and other operating 
revenues, net sales, dividends per common share, and market price per share. In 
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the computation of net assets, only inventoiy and property, plant and equipment 
need be adjusted for the effects of changing prices. 
The statement applies to the US and foreign public companies whose equity securities or 
debt trade on any of the US Stock Exchange and whose historical cost accounts shows 
inventories and fixed assets exceeding $125 million or total assets after deducting 
accumulated depreciation exceeding $ 1 billion. 
The provisions of the statement became effective fiscal year beginning on or after 
December 25, 1979. The implementation of the provisions relating to the presentation of 
cunent cost information could be defened by one year if a company desired so. 
If we compare the proposals of FASB-33 with the earlier proposals for general 
price level accounting particularly the FASB's 1974 Exposure Draft we would note that 
FASB-33 differs from those proposals in some important aspects. Some of differences 
are: 
1. Change in purchasing power is measured by consumer price index (urban CPl -
U) instead of gross national product implicit price deflator. 
2. Unless restatement is comprehensive, restatement is to be in ternis of average 
purchasing power of the dollar during the current year. In the earlier proposals, the 
restatement was to be done in teiins of the purchasing power of the end-of-the year 
dollars. 
3. Under FASB-33 restatement need not be comprehensive. It allows companies to 
restate only specified financial statement items. 
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4. Purchasing power gain or loss on net monetary items is excluded from income 
from continuing operations. 
5. Under certain circumstances, a company may use depreciation methods and 
estimates of useful lives and salvage values different from the method and 
assumptions used in historic cost financial statements. 
6. If assets recoverable amounts are judged to be "materially and permanently lower" 
than the restated historical cost in constant dollar amounts, then assets shall be 
restated at their recoverable amount. Evaluations of the recoverable amount from 
the assets held for sale would be net realisable value and for assets not held for 
sale would be the present value of future net cash flow expected to be derived 
from using assets in the noimal course of the business. Unlike realisable value it 
recognises the time value of money. 
Although by no means perfect, FASB has provided opportunities for American 
business with ways of measuring peifonnance in an inflationary ertvironment. Robert 
Sprouse, the than FASB Vice Chainnan called FASB-33 as "the important standard ever 
issued by the board or likely to be issued for sometime". Until veiy recently SFAS-33 
was emerging as the current APC standard in the USA but in December 1986 another 
standard was issued entitled SFAS - 89 by the FASB which emerges as the latest APC 
standard in the USA. 
Finally, the cunent status of inflation accounting in U.S.A. has been spelt out in 
SFAS No. 89 issued by the FASB in December 1986 in the following words: "This 
Statement supersedes SFAS No. 33 (and its subsequent amendments, viz. 39, 40, 41, 46, 
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54, 69, 70, and 82). A business enteiprise that prepares its financial statements in U.S. 
dollars and in accordance with the GAAP, is encouraged but not required to disclose 
supplementary information on the effects of changing prices". 
It is, however, clear enough from the language of the FASB and SFAS-89 is not 
mandatory but optional in nature as regards its applicability to those companies which 
prepare their financial statements in U.S. dollars and in accordance with the U.S. GAAP. 
Such companies are only encouraged but not required for furnish supplementaiy 
infonnation on the effects of changing prices. 
According to SFAS-89 the business enteiprises preparing financial Statements in 
U.S. dollar and in accordance with the U.S. GAAP are encouraged (not required) to give 
supplementary information of«the effects of changing prices on the following items: 
i. Net sales and other operating revenues, 
ii. Income from continuing operations on current cost basis, 
iii. Purchasing power gain or loss on monetary items, 
iv. Increase / decrease in the cunent cost or lower recoverable amount of inventory 
and property, plant and equipment, net of inflation. 
V. The aggregate foreign cunency translation adjustments on a current cost basis 
wherever found applicable, 
vi. Net assets at year-end of cunent cost basis. 
vii. Income per common share from continuing operations on current cost basis, 
viii. Market price per common share at year-end. 
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It is obsei-ved that both constant dollar and cunent cost data required to be 
disclosed in U.S., which generates confusions in the minds of users of financial 
statements. This dual disclosure standard of accounting for price level changes also leads 
to serious criticisms of accounting for price level changes in the countiy. According to 
the critics, out of the three options, viz., (1) disclosure of constant dollar or cunent cost 
data but not both,(ii) disclosure of cunent cost data only and (iii) disclosure of constant 
dollar data only, any one has to be adopted to avoid confusion. The first altenuitive would 
have companies with significant amount of inventoiy and fixed assets continue to 
disclose cunent cost data whereas other would disclose constant dollar data. It is 
suggested this approach would not impair the comparability of the current cost 
disclosures because companies with material amount of inventoiy and fixed assets would 
continue to report cunent cost data, for other companies the cunent cost and constant 
dollar disclosures required by Statement on Financial Accounting standards (SFAS)-89 
are not significantly different. The second alternative would require currents cost 
disclosure for companies with significant amount of inventory and fixed assets and 
exempt the other companies from disclosure requirements. The third alternative would 
require the companies to disclose only constant dollar data, which are less costly to 
prepare and easy to verify. 
During the past few years the following companies in the United States have either 
completely or'partially adjusted their financial statements for changes in the general price 
level. These companies used broad-based price-index for some items. 
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Reece Corporation, U.S. A: This Company has for a number of years completely adjusted 
its financial statements for internal purposes to reflect price level changes and has 
presented certain significant adjusted items in the annual report. 
Indiana Telephone Coiporation: This coiporation presents complete supplementaiy 
financial statements with fixed assets and depreciation charges adjusted on the basis of a 
debited current cost study by a registered Professional Engineer. 
Hercules Powder Company: This company presents three adjusted items including net 
income. 
Eastman Kodak Company: This company presents its sales in "Constant Dollars". 
Ayrshire Colleries Corporation: This coiporation adjusts depreciation only. 
Reece Corporation: The Reece Corporation was one of the four companies included in 
the American Accounting Association study conducted by Ralph C. Jones'^. Ever since 
the completion of the study, the Reece Coiporation has included in its annual report a 
special section in which comments and charts have kept the reader up to date as to the 
effect of price level changes upon certain selected phases of its operations. As far as 1 
know, this is the only case where presentations have been based upon completely 
adjusted financial statements. It should be noted that net income figures do not include 
gains and losses on monetary items since, under the method adopted in the original study, 
these gains and losses were show in an analysis of the changes in the stockholders' equity 
rather than in the income statement "^ . 
To illustrate the detailed procedure involved in the practical application of 
constant dollar method used in U.S.A., we have given a full worked example, which is 
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based on the Financial Statement of Hartley Company. Assume the company starts 
business on December 31, 1997 by selling $ 190,000 of capital stock for cash. Land 
costing $80,000 is purchased immediately. During 1998, the company reports $190,000 
of sales, cost of goods sold of $100,000, and operating expenses of $20,000. The income 
statement for Hartley Company on a historical cost basis is given in table -1. 
Table-I 
Hartley Comnany 
INCOME STATEMENT (HISTORICAL COST) 
For the Year Ended December 31,1998 
Sales $190,000 
Cost of goods sold 100.000 
Gross Profit 90,000 
Operating expenses 20.000 
Net Income $ 70.000 








GLANCE SHEET (HISTORJCAL COST) 











Liabilities and Stockholders' Equity 
Capital Stock $190,000 $190,000 
Retained earning 70,000 
Total liabilities and stockliolders' equity $260.000 $190.000 
The relevant price index for use in preparing constant dollar financial statements are 
presented in table- 111. These price indexes are magnified here to illustrate their effect. 
Table-m 
Price Indexes 
Decembers!, 1987 100 
1998 average 160 
December 31, 1998 200 
Constant Dollar Income Statement: When a constant dollar income statement is prepared 
revenues and expenses are restated to end-of-year dollais. The difference between 
restated revenues and expenses reported as income (loss) before purchasing power gain 
(loss). The purchasing power gain (loss) is then added (deducted) to produce "constant 
dollar net income (loss)." Revenues and expenses are usually assumed to occur evenly 
thioughout the period. Therefore, the historical dollar amounts are multiplied by the 
restatement ratio, of which the numerator is the end-of-year index and the denominator is 
the average Index. The constant dollar income statement for Hartley Company is shown 




CONSTANT DOLLAR INCOME STATEMENT 
For the Year Ended December 31. 1998 
Sales $237,500 ($190,000x200/160) 
Cost of goods sold 125,000 ($100,000x200/160) 
Gross Profit 112,500 
Operating Expenses 25,000 ($ 20,000 x 200/160) 
Income before purchasing power loss 87,000 
Purchasing power loss (118,750) 
Constant dollar net loss $(31.250) 
Restatement of the items shown in table -IV is explained as follows: 
Sales: Because sales were spread evenly over the year, the average index is used in the 
computation to restate sales to end-of-year dollars. 
Cost of Goods Sold: The cost of goods sold of $100,000 consists of two amounts, 
purchases of $135,000 less ending inventoiy of $35,000. Because the costs of purchases 
and ending inventories were spread evenly over the year, the average index is used in the 
computation to restate cost of goods sold to end-of-year dollar. 
Operating Expenses: Because operating expenses were spread evenly over the year, the 
average indefx is used in the computation to restate operating expenses to end-of-year 
dollars. 
I l l 
Purchasing Power Loss: Computation of the purchasing power gain (loss) on monetary 
items requires a reconciliation of the beginning and ending balances of each monetary 
item for the period. A restatement ratio is then applied to the beginning balance and each 
reconciling amount. Hartley Company has only one monetaiy item, cash. Because prices 
are rising, it will experience a purchasing power loss for 1998. The computation of the 
loss is shown in table -V. 
Table-V 
COMPUTATION OF PURCHASING POWER LOSS 
1998 Restatement Restated 
Historical x Ratio = to 12/31/98 
Dollars 
Cash: 
Beginning balance $ 110,000 
Add: Sales 190,000 
Deduct: Purchases (135,000) 
Operating Expenses (20,000) 
Total Restated Dollars 
Ending Balance $145,000 
















The first column of table-V provides a reconciliation of the beginning and ending cash 
balance. Note that purchase is deteiTnined by adding ending inventory ($35,000) to cost 
of goods sold ($100,000) for Hartley Company. The restatement ratio for the beginning 
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cash balance is based on the price index at the beginning of the year (100). The other 
ratios are based on the average price index during the year (160). The total restated 
dollars, $263,750, indicates how much cash the company should have in order to stay 
even with the price increases that have occuned. This amount is then compared with the 
historical cost ending balance to detennine the amount of the purchasing power gain or 
loss. In this case. Hartley should have $263,750; it has only $145,000. Therefore, it has 
experienced a purchasing power loss of $118,750. 
Constant Dollar Balance Sheet: When a constant dollar balance sheet is prepared, all 
monetary items are stated in end-of-year dollars and therefore do not need adjustment. 
Non-rnonetary items, however, must be restated to end-of-year dollars. The constant 
dollar balance sheet for Hartley Company is shown below in table -VI 
Table -VI 
Hartley Company 
CONSTANT DOLLAR BALANCE SHEET 










($35,000 X 200) 
160 
($80,000 X 200 ) 
100 
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Liabilities and Stockholders' Equity 
Capital Stock $380,000 ($190,000 x 200) 
100 
Retained earnings (31.250) (See constant dollar 
income statement) 
Total liabilities and 
Stockholders' equity $384.750 
Restatement of the items shown in table - VI is explained as follows: 
Cash. Cash is a monetary item; therefore, no restatement is necessaiy. 
InventoiY. Inventory is a non-monetaiy item and therefore it must be restated. Because 
inventory was purchased evenly throughout the year, the $35,000 must be multiplied by 
the ratio of the ending index, 200, to the index at the time the inventory was purchased, 
which was the average for the year of 160. 
Land. Land is a non-monetary item; therefore, it must be restated. Because land was 
purchased at the end of the preceding year, the $80,000 must be multiplied by the ratio of 
the ending index to the index at the time the land was purchased, which was 100. 
Capital Stock. Capital stock is a non-monetary item; therefore, restatement is necessary. 
Because capital stock was issued at the end of the preceding year, the $190,000 must be 
multiplied by the ratio of the ending index, 200, to the index at the time the capital stock 
was issued, which was 100. 
Retained Earnings. Since no balance existed in retained earnings at the beginning of the 
year, the retained earnings in constant dollars, includes only the constant dollar net loss 
114 
for the current period of $31,250. Thus, Hartley Company on a constant dollar basis 
reports negative retained earnings after its first year of operations. 
Like constant dollar method the companies in U.S.A. in preparation of financial 
statements also issue cunent cost accounting method. To illustiate the preparation of 
financial statements on the current cost basis, we have given a full worked example of 
Sensor Insurance Co. Assume the company starts business on December 31, 1997, by 
selling $90,000 of capital stock for cash Land costing $40,000 is purchased immediately. 
During the next year, the company reports $160,0000 of sales revenue, cost of goods sold 
of $75,000, and operating expenses of $25,000. The income statement for Sensor, Inc., on 
a historical cost basis is given in table -Vll. 
Table - VII 
Sensor Insurance Company 
INCOME STATEMENT (HISTORICAL COST) 
For the Year Ended December 31, 1998 
Sales $160,000 
Cost of goods sold 75.000 
Gross Profit 85,000 
Operating expenses 25,000 
Net Income $ 60.000 
The comparative balance sheet on a historical cost basis are given in table-VUl 
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Table- VIll 
Sensor Insurance Company 
























The relevant current cost amounts for the income statement and balance sheet items for 
1998 are given in table- IX. 
Income Statement 
Table -IX 
Relevant Current Cost Amounts 
Balance Sheet 
Sales $160,000 
Cost of goods sold 95,000 








Current Cost Income Statement: In a current cost income statement, two income numbers 
are reported. The first, cuirent cost income from operations is sales revenues less cunent 
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cost of goods sold plus operating expenses. This amount is the income a company has 
earned after providing for the replacement of assets used in operations. 
The second income number, cunent cost net income, measures the total income of a 
company from one period to the next. Thus, holding gains (losses) are added (deducted) 
to current cost income from operations to amve at this number. The current cost income 
statement for Sensor, Inc. is given in table- X. 
Table -X 
Sensor Insurance Company 
INCOME STATEMENT (CURRENT COST) 
For the Year Ended December 31, 1998 
Sales $160,000 (Same as historical Cost) 
Cost of goods sold 95,000 (Restated to current cost) 
Gross Profit 65,000 
Operating expenses 25,000 (Same as historical Cost) 
Current cost income from operations 40,000 
Holding gain 53,000 (Increase in historical Cost) 
Cunent cost net income $ 93.000 
The preceding items shown table - X is explained as follows: 
Sales and Operating Expenses: Sales and operating expenses are already stated at their 
current cost amounts on historical cost statements; therefore, no adjustment is needed for 
these items. 
Cost of Goods Sold: Goods are sold at varying times of the year. At the time these goods 
are sold, the current cost of the inventory sold must be determined. The historical cost 
goods sold and the cunent cost of goods sold are usually different. 
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Total Holding Gain. The holding gain for Sensor comprises three items as shown in a 
table -XI. 
Table-XI 












CuiTent cost of goods sold 
Historical cost of goods sold 
Current cost of inventory 
Historical cost of inventoi") 
Current cost of land 
Historical cost of land 
Total holding gain 
Recall that a holding gain is an increase in an item's value one period to the next. If the 
item is sold during the period, however, the holding gain (loss) is computed only to the 
point of sale. Thus, the inventory sold, as reported in the cunent cost of goods sold 
amount, had increased $20,000. Also, inventoiy on hand and land experienced holding 
gains of $25,000 and $8,000, respectively. Holding gains or losses indicate how effective 
management is in acquiring and holding assets. 
Current Cost Balance Sheet: The preparation of a current cost balance sheet as relatively 
straightforward. Monetary items are not adjusted because they are already stated at 
cunent cost. Similarly, capital stock equity is not adjusted because its balance represents 
the cunent cost of capital stock. All other non-monetary items must be adjusted to cunent 
costs. The current cost balance sheet for Sensor, Inc. is shown in table - Xll 
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Table- XII 
Sensor Insurance Company 




Cash $ 30,000 (Same as historical cost) 
Inventoiy 105,000 (Restated to current cost) 
Land 48.000 (Restated to cunent cost) 
Total Assets SI83.000 
Liabilities and Stockholders' Equity 
Capital Stock $ 90,000 (Same as historical cost) 
Retained earning 93.000 (From current cost 
Income statement) 
Total liabilities and stockholders" equit> $183,000 
As indicated from the statement above, Retained Earnings is determined by adding the 
cunent cost net income amount to the beginning balance have retained earnings. 
The United Kingdom 
Having studied the significant role of inflation accounting approaches i.e., general 
purchasing power and cunent cost accounting methods in the United States America, we 
will now examine the importance of accounting for price level changes in the United 
Kingdom where the APC has only recently attiacted wide attention. Though the subject 
has been under discussion within the professional accounting bodies for the past 45 years 
or so but the first formal pronouncement came in the form of Recommendation No. 12 
released by the Institute of Chartered Accountant of England and Wales (ICWEA) in 
January 1949. This discussed the problems associated with historical cost accounting 
during inflation and hinted at some solutions. But it did not make any mention of the 
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current purchasing powering accounting method (general purchasing power accounting in 
U.S.A.). 
The subject of inflation accounting remained at a low ebb during the next 15 years 
or so may be partly due to the relatively small increase in prices, though research work 
into the subject was continuously carried out by the accounting bodies. The subject was 
again rose into prominence with the rise in the rate of inflation after 1967-68. The newly 
formed Accounting Standards Steering Committee (ASSC) 1969 brought out a paper 
'Inflation and Accounts- Discussion Paper and Fact Sheet in 1971. The paper suggested 
that the companies should prepare inflation-adjusted accounts using a general index of 
prices and present them on supplementaiy basis. 
Then Exposure Draft-8 "Accounting for Changes in the Purchasing Power of Money" 
came which was published by the Accounting Standards Steering Committee (ASSC) in 
Januaiy 1973. According to this draft quoted companies were required to produce general 
purchasing power statements on a supplementary basis using the consumer price index. 
Later, the Accounting Standards Steering Committee (ASSC) revised the earlier index for 
the conversion of accounts. Another noteworthy work under the auspices of the Institute 
of Chartered Accountant of England and Wales (ICWEA) was the publication of a book 
entitled "Accounting for Inflation: A Working Guide to the Accounting Procedures" 
published by the Trustees of Chartered Accountants' Trust for Education and Research of 
the Institute in 1973. This book described in details some procedures required to adjust 
accounts for changes in the purchasing power of money. 
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The Accounting Standards Steering Committee (ASSC) issued ED-8 for public comment 
during the period up to 31 July 1973. In the meantime, the intention of the Government to 
set up a Committee of Enquiry on inflation accounting was armounced on 25"^  July 1973. 
In view of this armouncement, the Accounting Standards Steering Committee (ASSC) 
decided to proceed with its work to issue a Provisional Statement of Standard Accounting 
Practice (PSSAP) based on ED-8, taking into account the comments received on it. The 
Provisional SSAP-7 was issued on 14''^  May 1974 requiring all listed companies and 
others where possible, to follow it as soon as possible and preferably not later than the 
first accounting period beginning after 30"^  June 1974. The statement suggests that 
historical costs should be converted from an aggregation of historical pounds of many 
different purchasing powers into approximate figures of current purchasing power '^ 
The main feature of the purchasing power method is the adoption of a different 
unit of measurement the 'purchasing power unit in place of monetary unit'. The objective 
of the method is to enable accounts during a time of changing prices to be expressed in a 
unit of measurement which has a constant value, and is, therefore, more useful than the 
monetary unit. The balance sheet in fact should show the amount of 'purchasing power' 
represented by the company's net assets rather than the amount of money; and that the 
profit and loss account should show the amount of 'purchasing power' gained or loss 
during the year. When compared with accounts drawn up in teims of the monetaty unit, 
account expressed in terns of purchasing power unit would, demonstrate the affect of 
changes in the 'purchasing power' of money on a company's affairs. 
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The Institute of Chartered Accountants in England are in favour of the use of the 
presentation using the current purchasing power method (general purchasing power 
method in U.S.A.) which shows the effects on annual accounts of inflation only, that is of 
changes in the general purchasing power of value of money. It does not show changes in 
values due to changes in other factors such as technology or market pressures, and, 
therefore, does not intioduce other concepts such as replacement costs or cunent values. 
Replacement costs or current or fair value accounting concepts which can, and do, exist 
separately from the concept of general price level adjusted accounting, and they will 
continue to be discussed and developed for the particular purposes for which they are 
intended. 
This method retains the advantages attending to the historical cost basis but also 
produces figures, which are reasonably comparable between companies over the course 
of time. Companies have for many years adjusted certain items to accord with 
inflationaiy movements, e.g. fixed assets and depreciation but it is held that this is 
misleading. It has, therefore, been proposed that all capital and non-monetary items 
should be converted in purchasing power terms. The conversion should be by means of 
an index of the general purchasing power of the pound, as such an index is more 
appropriate than indices measuring changes in specific prices, wheri the purpose is to 
changes in the value of money. 
The ifidex number to be applied in the preparation of the supplementary statement 
is basically that of the Retail Price Index (R.P.I) (Quality C.P.I. Dublin for the Republic 
of Eire). These indices are provided in the leading accounting journals. Values will have 
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to be interpolated where the company's financial year ends on a date other than the 31' 
December. 
The I.e.A. have stated that in all supplementary statements, all corresponding 
figures should be "updated". This implies that the figures shown for the previous year 
should be adjusted in accordance with the purchasing power of the pound at the end of 
the year under review. Briefly stated, the actual methods of conversion when preparing 
the supplementary reports are: 
1. Figures shown at the beginning of the year: 
(a) Non-Monetary Items: Adjust for changes in the purchasing power of the pound since 
they were acquired or revalued. 
(b) Monetary Items: Adjust for any material changes in the purchasing power of the 
pound since the beginning of the year. 
2. Figures at the end of the year: 
(a) Non-Monetary Items: Adjust for changes in the purchasing power of the pound since 
they were acquired or revalued. 
(b) Monetary Items: No action required. They express the purchasing power at the end of 
the year. 
Certain item require special tieatment as in the case of stock in trade, as this has 
still to satisfy the test of "cost or net realisable values" and fixed assets might be 
reviewed in the light of the value to the business. 
After SSAP-7, many statements and standards were issued on the subject till the 
'Inflation Accounting Committee (1975) was appointed by the Govenmient of U.K. 
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under the Chairmanship of F.E.P. Sandilands, the then chancellor of the Exchequer in the 
United Kingdom. The object of this committee known as Sandilands Committee to study 
the effect of inflation on accounts and suggest remedial measures. The Sandilands 
Committee presented its report to British Parliament in September 1975 and 
recommended the Cunent Cost Accounting (CCA) as the device to reflect the affects of 
inflation. 
The recommendations of the Sandilands Committee for the introduction of a 
system of CuiTent Cost Accounting (CCA) were broadly accepted by the Govenmient 
and the Consultative Committee of Accounting Bodies. In December 1976 the Inflation 
Accounting Steering group under the chainnanship of Mr. (later Sir) Douglas Moi-pheth 
published an Exposure Draft (Ed-18) calling for companies to produce Cunent Cost 
Accounts. The requirements were complicated and a majority of members of the English 
Institute of Chartered Accountants rejected them, and asked for simplification. In June 
1977 the ASC published a simplified version with notes to guidance on implementation. 
These were produced by a committee under the chairmanship of Wilham (Bill) Hyde. 
They were termed the Hyde Guidelines and were an interim measure to assist preparation 
of accounts on an experimental cunent cost accounting basis for periods ended on or after 
3 r^ December 1977 and anticipated a revised standard. 
Subsequently a further Exposure Draft (ED -24) dated April 1979 added a cunent 
cost accountirtg balance sheet to the requirements. This was followed finally in March 
1980 by the introduction of a further standard SSAP-16, which accepted the need for 
requirement. Although it is mandatoiy and calls for a complete set of cunent cost 
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statements including an income statement and balance sheet, many companies have 
shown reservations in complying with it. Despite very high degree of resistance or 
reservations shown, by the companies it sui-vived because it (SSAP-16) has many stiong 
1 K 
points in favour of it. 
Firstly, it is honourable because a government appointed committee (The 
Sandilands Committee, 1975) in the United Kingdom had recommended the use of this 
accounting technique to over come the distortions caused in accounts by changes in price 
levels. Secondly, the view of the Committee that earnings and assets of a firm should be 
measured by reference to valuation is quite logical and justified. Thirdly, the current cost 
accounting recognises that it is the cunent cost only that should be deducted from cunent 
income in order to extiact the earning for a given period. Fourthly, separation of holding 
gains from operating profit/eaniing enables the management to evaluate its performance. 
Fifthly, the break up or details of values of assets and liabilities as given under the cunent 
cost accounting method represents a more accurate and realistic approach as to the 
financial position. 
To remain unaltered for a period of three years, SSAP-16 came into effect since January 
I, 1980 and applies to all public companies other than value based companies (e.g., 
insurance, investment, real estate etc.) and wholly owned subsidiaiy companies. So far as 
disclosure is concerned the cunent cost infonnation is to be given in a note to the main 
accounts rather than by way of supplementary accounts. The information should show the 
effect of cunent cost adjustments namely. Depreciation Adjustment (DA), Cost Of Sales 
Adjustment (COSA), Monetaiy Working Capital Adjustment (MWCA), and Geanng 
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Adjustment (GA). In addition gross cunent cost have fixed assets and inventories and 
accumulated current cost depreciation are to be disclosed separately. 
Delta Metals Limited, U.K. is one of the first major companies in U.K. to produce 
Cunent Cost Accounts. Examinations of Delta's Accounts reveals that mush 
simplification can readily are achieved through intelligent application of the principles 
and regard for materiality. 
Example of Presentation of Cunent Cost Accounts: Following are the examples showing 
the application / current cost adjustments of cuiTent cost accounting in the various 
companies in U.K. 
The Example based on Depreciation Adjustment (DA). Included in the Cunent Cost 
Balance Sheet of X Ltd., at 31" December 1998 were fixed assets valued at £550,000 
which originally cost £500,000 and which were being written off on a 5 years stiaight 
line basis. The price indices relative to the fixed assets were: 
Januaiy 1998 110 
December 1998 130 
We can compute the depreciation adjustment on an average basis as follows. 
Average index for the year = 110-130 = 120 
2 
All assets at gross cunent cost at l" Januaiy 1998 = £550,000 
Adjusted to average cuiTcnt cost during year = £550,000 x 120 
110 
= £600,000 
Depreciation -1/5 x £600,000 = £120,000 
Less: Depreciation charged in Historic Account = £100.000 
Depreciation Adjustment (DA) = £20.000 
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The Example based on Cost of Sales Adjustment ("COSA) for example. 
Stock at V' January 1998 £100,000 Index 200 
Stock at 31" December 1998 £140,000 Index 240 
Assuming that stocks have risen steadily the year COSA is calculated as follows. 
Average index for the year = 240-200 = 220 
9 
Historic Cost Average Cost 
Opemng Stock £100,000x220 = £110,000 
200 
Closing Stock £140,000x220 = £128,333 
240 
COSA =£40,000 less 18,333 = £21,667 
The figure of £21,667 represents the increase in stock value due to changing prices 
as distinct from changing quantities with 220 used as the average index through the year 
as computed above. 
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The Example based on Monetary Working Capital Adjustment (MWCA): For example, 
AB Ltd. has the following balances recorded in the accounts: 
Debtors Creditors Net 
£ £ £ 
i^'Januaiy 1998 600,000 400,000 200,000 
3 r'December 1998 800,000 500,000 300,000 
Index No, January 1998 250 
Index No. December 1998 300 
Average index for the year = 250-300 = 275 
Less " 






200,000 x 275 
250 












In this example debtors exceed creditor and the adjustment is a charge against profits. 
Where creditors exceed debtors and prices are rising the adjustment will be a credit to 
profit but this should not exceed the cost of sales adjustment. 
Current cost adjustment: The three adjustments typified above are totaled and applied to 
the historic pfofit to determine (before interest) the cunent cost profit: 
i.e., £20,000 + £21,667 + £45,000 = £86,667 
128 
The Example based on Gearing Adjustment (GA). Assume, the abbreviated Balance 
Sheets of AB Ltd., in current cost values at the beginning and end of 1998 are as follows: 
Fixed Assets 
Stock 





























If the Current Cost Profit is £93,333, after the three adjustments similar to those for X 
Ltd., above but before interest of £28,000, tax of £25,000 and dividends of £40,000, the 
gearing adjustment would be: 
Average capital employed for year = £950.000+£1,050.000 
2 
£1,000,000 
Loan = £300,000 
Current Cost Adjustments = £86,667 
Gearing Adjustment = Loans x CCA 
Total capital 
= £300.000 X £86,667 = £26,000 
£1,000,000 
Cunent Cost Profit = 93,333 
Add: Depreciation Adjustment 20,0001 
COS A * 21,667^ 86,667 
MWCA 45,0001 
Historic Profit before Interest and tax 180,000 
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Current Cost Profit and Loss Account 
For year ended ST' December 1998 
Profit as per Historic Profit and Loss Account before £ 
Interest and taxation 180,000 
Less Current Cost Adjustments 86,677 
Current Cost Operating Profit 93,333 
Gearing Adjustment (26,000) 





Profit Retained 26.333 
The profit retained of £26,333 does not equate with the change in reserves of £100,000 
derived from the Balance Sheet. The difference incorporates the Current Cost Reserve 
and provisions for tax and dividends. 
Canada 
Another country in which inflation accounting approaches used by the companies in 
preparation of financial statements is Canada. The Canadian Institute of Chartered 
Accountants (CICA) has a pioneering role in setting APC standards in Canada - its 
proposal is the most comprehensive one in the subject in that country. After two EDs in 
December 1982 for the first time the CICA has included APC in its handbook of accepted 
practice. The standard is officially entitled "Reporting the Effects of Changing Price", 
and is included in the supplementaiy infoiTnation section 4510 of CICA Hand Book'*^ . 
CICA Hand Book guidelines canies an impressive legal weights because the important 
business statues viz, the Canadian Business Coiporation Act and several provincials acts 
stipulate that the financial statements should be prepared in accordance with the CICA 
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Hand Book. However, the APC standard although included in the CICA handbook allows 
for infonnation to be shown out side the fniancial statements as supplementaiy statement 
and not needed to be audited. 
Section 4510 of CICA Hand Book continues to be the present APC standard in that 
countiy. 
The Standard requires large publicly held companies to provide supplementaiy 
information about the effects of changing prices in their annual reports containing 
financial statements for years commencing on or after T' January 1983. It requires 
information on certain items for which the effects of changing prices are likely to be most 
significant. The infonnation required to be disclosed includes. 
(a) The cunent cost of inventories and of propeity, plant and equipment at the end of 
the reporting period. 
(b) The cunent year's increase in cunent costs of inventories and of propeity, plant 
and equipment. 
(c) The net assets of the enteiprise after restating inventories and property, plant and 
equipment on a cuiTent cost basis at the end of the reporting period. 
(d) The amount of cunent cost income (loss) after reflecting the cost of sales and 
depreciation, depletion and amortization on property, plant and equipment on a 
current cost basis. 
The Standard does not require the disclosure of income attiibutable to common 
shareholders on a current cost basis, it requires that the reporting entities provide 
sufficient information to pennit the users of financial statements to compute income after 
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maintaining the common shareholder's interest under the 'fmancial capital' concept and 
the 'operating capability' concept. 
To enable the users to assess whether the shareholders' financial capital in teims 
of constant dollars had been maintained, the Standard requires the disclosure of the 
amount of changes during the reporting period in the cunent cost amount of inventories 
and property, plant and equipment that is attributable to the effects of general mflation 
and the amount of gain or loss in general purchasing power resulting from holding net 
monetaiy items during the reporting period. 
For computing income attributable to shareholders after maintaining their 
proportionate interest in the opening capability of the entity, the Standard requires the 
disclosure of a 'financial adjustment'. 
The Canadian Standard does not require a 'monetaiy working capital adjustment' 
(MWCA). Therefore, all monetaiy liabilities are included in the 'net monetaiy liabilities' 
for the purpose of determining the amount of the 'financial adjustment'. 
Either the Consumer Price Index for Canada or the Gross National Expenditure 
Implicit Price Index may be used as a measure of changes in general purchasing power of 
the Canadian dollar. This may, of course, affect comparability. 
Before issuing the pronouncement on Canadian Standard. In Canada the practice 
of fixed asset revaluations exist, and many of the firms utilizing this practice indicate that 
they are in th6 process of writing off the appraisal credit, some by tiansfer to accumulated 
depreciation. At present the Gross National Expenditure Implicit Price Index is 
considered most appropriate index for the puiposes of making general price level 
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restatement. The Canadian Institute of Chartered Accountants in this connection 
recommends that the general price level restatements should be applied to all assets, 
liabilities, revenue, expenses and not on a partial or selected item basis. However, general 
price level adjusted data need not be presented in the same detail as the historical cost 
financial statement. A very few companies have yet adopted the technique of general 
price level restatements. ^ " 
A few examples in regard to the practice of inflation accounting in Canada are worth 
quoting here these are: 
1. The Dominion Tar & Chemical Company, Limited: '^ 
The company did restate the accumulated depreciation, as described in the following note 
appearing in its 1997 annual report as suiplus resulting from restatements of certain fixed 
assets. 
Extiacts from the Annual Report for the year 1997: (Dec. 31,1997): As of Januaiy 1, 
1997, the book value of all building, plant, machinery and equipment acquired prior to 
the appraisal dates were restated (with additional allowance for depreciation since the 
appraisal dates) on the basis of depreciated replacement values as determined by the 
Canadian Appraisal Company Limited in 1989, 1990, 1992, and 1993, plus subsequent 
additions at cost. This restatement had the following effect: 
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(In Millions of Dollars) 
Buildings Accumulated 
Plants etc. Depreciation Net 
Balance Sheet at Jan 1, 1997 118.8 54.9 63.9 
Adjustment to give effect to 
Restatement described above 26.7 (18.6) 45.3 
Net Additions in 1997 15,9 - - 15.9 
Depreciation for the year (Net) _:;: 9 J (9.3) 
Balance at Dec. 31, 1997. 161.4 45.6 115.8 
2. The imperial tobacco company (Canada): ^^  
The following are the extracts from the Annual for the year 1997: 
Land is carried at cunent market value; all other fixed assets are canied at replacement 
cost. Real estate values are based on appraisals made by independent appraisers as of 
December 31,1996 and 1997. Machineiy and equipment were valued at replacement cost 
by company officials. The company proposes to restate fixed assets at cunent 
replacement cost eveiy year and to establish annually the resulting increase in capital, 
which is reflected in the consolidated balance sheet in a "capital increment" account. 
Depreciation expense, based on these replacement costs, was deducted in determining 
"earnings from operations". As fixed assets were retired, a portion of the "capital 
increment" arising from appraisals was tiansfened into retained earnings. 
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France 
The Fiance is the next West European country in which inflation accounting to revaluate 
the assets is used. It (France), in 1945, was the first country to authorised revaluation and 
it remained in effect on a voluntary basis until 1959 when it was made mandatory for 
large companies. The France permit, but do not require, a revalorization of fixed assets, 
intangible, certain investments, receivable and payables. Further, the tax pay is free to 
choose which items to revalue. The amounts are computed by means of frequently 
revised published coefficients by years based on the wholesale price index. Legally these 
are merely maximums, but, as a practical matter, are generally used without further 
attempt at valuation. The procedure can be demonstrated by the following example. 
Assume an asset was purchased in December 1944 at a cost of Fr. 10,00,000, with 
an estimated ten-year life. Assume also that depreciation had been taken annually at a 
fixed Fr. 1,00,000. Revalorization was cartied out on December 31, 1948. 
Cost Fr. 10,00,000 x 7.2 Official Coefficient for 1944: = Fr. 72,00,000. 









Net Revalorised Amount 









Subsequent depreciation is now computed by amortizing the new value of Fr. 
63,30,000 over the remaining six year useful life of the asset (or a revised useful life, if 
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applicable). Under this method, tax benefit is afforded even though the asset may have 
been fully depreciated, as long as it has a remaining useful life. 
The surplus arising from revalorization is segregated and permitted to be used as a 
source of cash dividends, cash dividends, increase in nominal value of capital stock, and 
may sometimes be used to write off losses. Tax consequences vaiy with the choice. 
In an effort to explain this procedure to American shareholders, SIMEA (France) 
presents the following note to the financial statements in its 1959 annual report.^ "^  
Under French tax laws, companies may recognise the loss in purchasing power of 
the French Franc by revaluing their fixed assets. The revaluation of physical properties 
may be based on estimates of cuiTent useful value with the limitation that the value thus 
found may not exceed the amount that would have been obtained by applying approved 
coefficients to the original cost of the properties and to the recorded provisions for 
depreciation. These coefficients which are published by the French Government are 
intended to give expression to the change in price level each year beginning with the year 
1914. Upon recording such a revaluation, companies may subsequently deduct from 
taxable income depreciation computed on the basis of the higher amounts. The surplus 
resulting from revaluation is maintained in a special reserve for revaluation and may be 
used to increase the stated value of capital stock upon payment of a relatively small tax. 
The company has revalued its properties on three separate occasions, at the end of 
1945, 1949, f951 on the basis of coefficients of revaluation authorised by the French 
Government as of those dates. Therefore, the company has charged against earnings 
depreciation on the higher amounts, as permitted by French tax law. 
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A "reserve for revaluation" is shown as a separate item under the general balance 
sheet caption, "Capital Stock and Surplus." This company has used portions of the 
surplus to increase the nominal value of its shares, and as a source of several stock 
dividends. 
Fixed assets were canied in the accounts at these revalued amounts, and 
depreciation expense, based on these amounts, was deducted in the profit and loss 
statement in arriving at net operating income for the year. When assets, were revalued, the 
credit was to "surplus from revaluation of fixed assets", which arose as follows: 
Note 4 of the Notes to Financial statements explain the mode in which the surplus arise, 
which is as follows: 

































Excess of sales proceeds over book-value of niachiner. sold to UNICO 447,797 
Total: Fr. 1,216.653 
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Belgium 
Belgium officially known, as Kingdom of Belgium is one of the smallest nations of 
Europe, located in the northwestern part of the continent. This country introduced one 
time voluntary plan of inflation accounting largely limited to revaluation to fixed assets 
acquired before World War II and that too to industiial plant and equipment. In this 
country business firms were covered by the revaluation laws. The Belgium firm. Union 
Chimique Beige, show its fixed assets broken down into two categories in its June 30, 
1959 Balance sheet: 
1. Non-revalued Fr. 1,000.4 million; and 
2. Revalued Fr. 375.3 million. 
Both the revaluation reserve of Fr. 105.1 million and the accumulated depreciation appear 
in the capital section, the latter show in two accounts: 
1. On non-revalued fixed assets Fr. 552.4 million; & 
2. On revalued fixed assets Fr. 317.8 million. 
It is indicated that there been no change during the year in the amount of the 
revaluation reserve. 
The term revalorization has been used to describe an adjustment of asset values by means 
of the application of an index of price level changes. Several govemments have passed 
fiscal laws providing for the most intiicate price level adjustments. Perhaps the cost 
comprehensive of these laws is the France Finance Act of 1945. 
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Sweden 
Write-ups of fixed assets, though legal in Sweden, are not generally resorted to, since no 
additional tax depreciation is permitted on the revaluations. To the contrary, the tendency 
of Swedish firms is to write down their assets through over-depreciations to the point of 
creating secret reserves. 
Condoned by tax law, finns have been taking "free depreciation" on their 
machinery and equipment since 1938. This originally permitted complete freedom as to 
the amount to be deducted in any one year. Although limited to cost in total, any amount 
could be taken each year, even 100 per cent in the year of acquisition, or none in a loss 
year. More recently, the amount of depreciation that may be taken in one year has been 
limited to statutory percentages. Even so, a firm may take less than the maximum and 
defer making depreciation to a more favourable year. The extent of excessive 
depreciation is indicated in the 1959 annual report of the Swedish Ball Bearing Company 
under the caption. Depreciation on Capital Assets: Depreciation on property, machinery 
etc., amounted to Kr. 33,171,209 (KJ-. 27,574, 605 in 1958) and is shown on 17. In view 
of current tax regulations, depreciation on machinery, tools, furniture, etc., acquired 
during 1955-1959 has been provided at 20 per cent of cost. Assets of this nature 
purchased before 1955 have previously been fully written off. Depreciation on building, 
etc., has been provided in accordance with the usual principles. Had the depreciation not 
been limited by current tax regulations and if the principles normally applied by the 
company had been followed by the company the year's depreciation would have 
amounted to Kr. 40.3 million. 
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An indication of the impact of the limitation imposed by law is shown not only in 
the above note, but also by the fact that this company's depreciation dropped sharply 
from KJ-. 16.6 million in 1950 to Kr. 4.8 million in 1951, the year the first of several 
restiictions becomes effective. 
A unique tax provision of Swedish law is called Investment Reserve for Economic 
Stabilization. Not essentially an accounting device, its result is to permit a deduction for 
capital outlays before they are acquired. One merely deducts up to 40 per cent of pre -
tax profits and transfers the amount to a reserve; 40 per cent of this resei-ve is required to 
be deposited in a restricted bank account. Only with government permission may the 
amounts be expended, and, while there is no depreciation permitted on the assets so 
acquired, an additional 10 per cent of the cost is allowed to be deducted in the year of 
acquisition. The objective is to limit capital investments in times of high employment and 
defer such spending to times of low employment. Use of this provision is widespread. 
In the 1959 annual reports of the Swedish Ball Bearing Company and AB Volve, 
both firms show the deduction for investment resei"ves in the profit and loss account. In 
the Volve report, for example, the deduction amounts to Kr. 28 million compared to net 
profit (after this provision) of Ki'. 18.6 million. Volve described it as "appropriated to 
Trading Investment Fund", while Swedish Ball Bearing Calls it "Provision for trade 
Equalization Accounts '^*." 
Japan 
Among the Asian Countries, Japan's revaluations were started in 1950 after years of 
struggling with the historical cost system during a period of violent inflation. In 1950 the 
140 
Japanese Government for the first time placed into effect a series of asset revaluation 
laws as needed to adjust for fluctuations in price level. In 1954 the law was made 
compulsory as to depreciable assets of corporations. The statutes provided for 
revaluations based primarily on earning power, but amount of write-up was limited by 
prescribed maximums measured by price indexes. These laws stipulated criteria, which 
determined the companies, required to make the adjustments, and disclosed the 
procedures to be followed. The laws aimed are: 
1. • Adjusting conspicuous differences between the book value andthe actual value of 
fixed assets resulting from inflationaiy trends after the war. 
2. Establishing a fair distiibution in the burden of taxation. 
3. Providing a firm structure of corporate capital through the legal enforcement of 
adequate depreciation as provided by law. 
4. Conecting undue disparity between the old and new stockholders. 
Originally, the revaluation suiplus was taxed at 6 per cent, whereas, with the third 
law, "special tax measures were passed for reducing or exempting revaluation and fixed 
assets taxes." It was stated that "the suiplus (arising from revaluation) was not to be used 
for any purpose except for charging the payment of the revaluation tax, absorbing of 
losses resulting from the sale of revalued fixed assets, and tiansfers paid-up capital." 
Under the Japanese systems, the indexes used vary with the asset to be revalued. For 
depreciable assets, the wholesale price index of the Bank of Japan, Tokyo, is prescribed, 
for land, the Urban land Price Index of the Kangyo Bank; and for all other assets, the 
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consumer price index of the Bureau of statistics. These are to be applied to the 
depreciated cost computed on a declining balance basis. 
For example, an asset acquired in 1945, revalued at the end of 1950, would have a book 
value (based on a reducing balance rate of .206 and a scrap value of 10 per cent) 
computed as: Cost (1- .206), or Cost x .315. This legal book value was to be multiplied 
by an index computed as the ratio of the 1949 price index to that of the year of 
acquisition. For 1945, the resultant ratio was 79, therefore, the maximum amount was set 
at 24 (or 79 x .315). For convenience, the government published tables setting forth the 
products of price and age ratios. 
The major portion of the suiplus created by this revaluation was pennitted to be 
capitalized after payment of the revaluation tax. Care was taken, incidentally, so that the 
payment of revaluation tax could not cause the firm to pay more than its income tax 
would have been without revaluation. 
In their six months report of arch 31, 1957, Tokyo Shibaura Electric Company 
Limited, disclosed in a balance sheet notation that on April 1, 1954, a reappraisal was 
made, but not to the full extent allowable under the law. In the capital section of the 
balance sheet a "Reappraisal Reserve" appears under capital surplus. A footnote explains 
that a portion "of the reappraisal reserve was appropriated to wipe off the loss for the 
temi then ended." In another section of the report, there is a reference to stockholders 
approval of "'capitalization of a portion of the reappraisal reserve and issuance of new 
shares accompanying such capitalization". In addition to this, the depreciation is 
calculated on the reappraise values and is deducted as an expense for the tenn. The 
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reappraisal amounts for assets were decided according to the Special Measure Law for 
Assets Reappraisal. 
Nippon Telegraph & Telephone Public Corporation: 
The following excerpts from the prospectus indicate the procedures followed by the 
company on the subject of revaluation^"\ 
Plants & Equipment: As provided for by regulations under the basic law relating to NTT, 
plant assets at April 1,1954 were revalued upwards. Under the Assets Revaluation Law 
substantially all major Japanese companies revalued their fixed assets. The puipose of the 
revaluation law was to provide for depreciation charges adjusted for substantial monetaiy 
inflation, which occurred immediately after World War 11. NTT adopted certain of the 
detailed indexes to be used for revaluation puiposes, as set forth in the revaluation costs. 
Conesponding adjustments in accumulated depreciation were made simultaneously. 
Accordingly, plant and equipment accounts were increased by approximately 
2,85,000,000 thousands yen and related resewes for depreciation by approximately 
145,000,000 thousand yen; the net amount of the revaluation, 140,754,740 thousand yen 
(390,985 thousand U.S. dollars), is included in surplus arising from revaluation of plant 
and equipment. The results of the revaluation were approved by the Minister of Post and 
Telecommunication, with minor adjustments which have been reflected in the statement 
of earnings under "Other (charges) and credits." Depreciation expense, based on the 
higher amounts was deducted as an "operating expense" in the "Statement of Earnings". 
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Germany 
Germany officially called "Federal Republic of Germany"(FRG) is another a major 
industrial country of north central Europe which enacted a revaluation plan of assets in 
1949 The adjustment of price level changes in financial statements in this country is 
voluntary measure. The present practice of valuation for general and tax accounting 
purposes is based on the principle of cost. These values, however, may no longer reflect 
the fair values at balance sheet date and also not the diminution in value that occurred 
during the financial year ^^\ The following, however, are the recommendations of the 
Institute Der Wirtschaftsprufer for public companies and such other enterprises that, 
because of other laws, have to prepare an annual report to stockholders ^ '*. 
Recommendations of the Institute Der Wirtschaftsprufer: In order to gain exact 
infoiTOation of the tiue profit situation the Institute recommends that all enteiprises 
engaged in industry and commerce, and other enteiprises with significant non-monetaiy 
assets, deteimine at least for internal puiposes the amount of profit that is required to 
preserve the operating capacity capital of the enterprise, and thus for the continuation of 
the enterprise and the security of its jobs. Furthermore, it recommends that enterprises 
closely control for their own purposes the impact which increasing replacement values 
have on the financial position of the enteiprise. 
As long as the amount which is needed to preserve the operating capacity capital 
of an enterprise and consequently accepts the fact that users of external accounts are left 
ignorant as to the amount actually required for operating capacity capital maintenance 
(which amount is included in the profit), recognition of capital maintenance in extemal 
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accounts will have to remain a voluntary measure. It is in line with this objective to 
indicate in a supplementary accounting how much of the annual profit, in the interest of 
preserving the operating capacity capital, should not be distributed. The following 
recommendation are primarily intended for public companies (Aktiengesellschaften) and 
such other enterprises that, because of other laws, have to prepare an annual report to 
stockholders. Other enterprise should take similar measures. 
Australia 
The Cunent Cost Accounting Steering Committee (CCASC) issued the Final Exposure 
Draft (FED) in 1982 as the Accounting for Price Level Changes (APC) standard in the 
countiy. Providing for asset replacement at higher costs though appropriations of retained 
earnings is the common practice in Austialia. These aie popularly known as "special 
depreciation reserves", or "resewe for replacement of fixed assets", etc. How these 
appropriations might be explained to stockholders is illustiated by the following excerpts 
from the 1958 Aimual Report of Imperial Chemical Industiies Ltd. (British). 
Imperial Chemical Industries Ltd. (British); 
Depreciation charges have been supplemented by the additional reserve built up 
appropriation out of the total profits each year since 1950 and amounting at 31" 
December 1957 to £ 50 million. 
Another example is found in the Broken Hill Proprietaiy Co. Ltd. (Austialia) 
Extracts from'the Annual Report for the year ended May 31, 1961: 
Fixed assets were revalued and the related depreciation resei'ves were adjusted by 
amounts agreed to by the Board of Directors after considering valuations received, 
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possible obsolescence, and the age and condition of various units of plant. These new 
values established in 1960 were less than the than estimated current replacement costs. 
The offsetting credit was to "assets revaluation resei"ve accounf. A portion of this reserve 
was permanently capitalized by means of a stock divided. Depreciation expense was not 
based on the recorded revalued amounts for fixed assets. 
Instead, it was based on established replacement costs, which were higher than the new 
book values. The credit was to the "reserve for depreciation" account. 
Recently, ^^  AMOCO Australia, in addition to reporting its results on historical 
cost accounting methods, has prepared a set of supplementaiy accounts for 1975 based on 
cuiTent value accounting to allow for the effects of inflation. Under this method 
depreciation rose shaiply because of revaluation of assets to replacement cost, reducing 
the 1975 profit to $A 3.18 million. 
• Under current value accounting total funds employed rose fromSA 80.7 million to 
$A 119.2 million, largely through a $A 41.9 million increase in the valuation of the 
company's oil refinery near Brisbane. 
AMOCO said its exercise highlighted the difficulty of obtaining an adequate 
return on investments in an inflationaiy period. 
The practical acceptance by price approving authorities of these difficulties needed 
to be fully recognised "^. 
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Italy 
Shortly following the action taken by the French, the Italians in 1946 attempted to handle 
revaluation in a very simple manner, viz,, a single coefficient for all assets, regardless of 
the date of acquisition. Eventually, however, official coefficients were published for each 
year, gain back to 1914 acquisitions, and canied out to many decimal places. Again, 
these intended only as a maximum. The special equalization account created upon 
revalorization was to be used chiefly for increasing the nominal value of capital stock or 
for the issuance of stock dividends. The law was gradually expanded to permit 
restatement of buildings, plant, machineiy, equipment, goodwill and holdings in other 
companies. 
As an illustiation of the presentation of revalorization data to stock holders, the 
following exceipts have been selected from Notes to consolidated Financial Statements in 
the 1959 annual report of an Italian company with Belgian subsidiaries." '^ 
Note 1: Basic of Presenting Financial Statements: Under Italian monetaiy and Belgian tax 
laws companies have been pennitted to recognise, to some extent, loss in purchasing 
power of the respective country's cunency through permission to restate assets (and 
related resei"ves) at amounts increases of cost on the basis of coefficients established 
under the law. The last revalorization enactment in Italy was in 1952 and related only to 
assets acquired in 1946 or earlier. As to the Belgian companies, the last revalorization of 
assets was rtade in 1949. Depreciation has been chai'ged against income based on the 
higher amounts. 
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Note 2: Inventories. The inventories are valued at the lower of the previous year's price 
(actual cost or historical cost as revalorized in accordance with legal coefficients) or 
market to the extent that the quantities existed at the beginning of the year and at the 
lower of cost or market to the extent the quantities increased during the year. 
Note 3: Investment in and advances to affiliated and associated companies: Investment in 
and advances to affiliated and associated companies are stated at or revalorized cost 
except that in certain instances where losses have been incuned the investment has been 
written down. Property, plant and equipment are stated at revalorized amount that as 
described in Note 1 with additions subsequent to the revalorization dates being stated at 
cost. The account resulting from revalorization of the assets was included with capital 
surplus on the balance sheet. The company indicates elsewhere that they have taken the 
maximum depreciation allowable under the law. Although no details of the revaluation 
suiplus are given in the 1959 report, the following tabulation appears in Notes to 
Financial Statement in 1958 report: A summaiy of the revalorization of assets and the 
disposition of the credit adjustments is presented below: 
Millions of Lire 
Revalorization of fixed assets 1,18,923 
Less: Revalorization of the related depreciation resei^ ves 69,167 
49,756 
Revalorizati6n of investments 22,381 
Revalorization of inventories 11,937 
Together 84.074 
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The above mentioned figure has been partially utilized as shown below. 
Increase of share capital 44,359 
By transfer to legal reserve 1,072 
By transfer to general reserve 25 
By transfer to depreciation reserve 38 
By transfer to another company 19 
For payment of income taxes 205 
For covering losses 2,699 
For contingencies 8 
Elimination in consolidation [0 
Together 48.435 
Balance at December 31, 1958 Lire 35,639 (MiUion) 
According to Italian law, this is a free, taxed reserve and can be used for: 
i. Stock dividends 
ii. Covering losses or liabilities, and 
iii. [Providing for contingencies. 
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Conclusion 
After going through the studies of inflation accounting practices in some foreign 
countries viz. Lfnited State of America, United Kingdom, Canada, France, Belgium, 
Sweden, Japan, Gennany, Austialia and Italy, we have come to the conclusion that 
accounting for inflation has been in practice for quite some time, during the last four 
decades there have been several proposals on how financial statements should be adjusted 
to show the effects of inflation. The earlier suggestions were to adjust the financial 
statements using general price index such as consumer price index. For example, in the 
U.K., SSAP-7 in 1974 and in the U.S.A. APB statement number 3 in 1969 and FASB 
statements in 1974 were suggested. These proposals were criticised because they did not 
indicate the effects or the changes specific to a particular enteiprise. Price change for a 
given enterprise may vaiy considerably more or less than the general price changes. The 
next move came from the government sources and the suggestion was to move from 
historical cost to some fonn of cunent value accounting based on the concept of 
revaluing physical assets such as building, machineiy and inventoiy in their value to the 
business. In the U.K. Sandilands Committee 1975, in the U.S.A. Security Exchange 
Commission's ASR-190 in 1976 suggested to revaluate the assets. However, the 
replacement of historical financial statements by the full-scale current cost financial 
statements as primaiy statement was first suggested in 1980 by the U.K's SSAP-16. The 
issuance of ^SAP-16 is still considered an important landmark in the history of British 
accountancy. 
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Recent proposals have abandoned the complete restatement approach in favour of 
supplementary disclosure. The accounting profession in various countries had adopted 
different experiments with different approaches and alternatives in apparent recognition 
of the fact that there is theoretically no right answer and information provided by 
different methods of accounting for changing prices may prove valuable to different 
readers. These proposals are: in the U.S.A. SFAS-33 "Financial Reporting and Changing 
Prices" issued in Sept. 1979 by the FASB. In Canada Section 4510 of CICA Hand Book 
"Reporting the Effect of Price Changing" issued in December 1982 by the Canadian 
Institute of Chartered Accountants, Toronto. In Australia, Selective Exposure of 
Proposed Statement of Accounting Standard: 'Cunent Cost Accounting issued in July 
1982 by the Austrahan Accounting Research Foundation, Melbourne. In the U.K. SSAP-
16 'CuiTent Cost Accounting' issued in March 1980 by the Accounting Standard 
Committee, London. The above proposals are not exhaustive but represents the serious 
effects made to come up with right answer for concepts and methods of adjusting 
financial statements for price changes. Thus, a most of the practices described above tend 
to reduce otherwise inflated profits resulting from changes in the price level, some might 
be considered sound, consistent, even standardized, others appear arbitrary and 
manipulative. But one fact is clearly evident, that these are not isolated example but 
practices that are being now adopted in a widespread manner. True these radical 
departure from our accounting standards are the results of multitude of influences. 
The present position is that though there are very few countries which have 
officially adopted APC either as a superior substitute for historical cost accounting or 
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supplementary to it but a general consensus is yet to be obtained as to the proper APC 
standard to be perused. Obviously, there was never a consensus on any one method. In 
fact, this has been the greatest hurdle in the way of almost of every country thinking of 
introducing some system of inflation accounting. It is true of India as well. In spite of 
such consensus, it is felt that a method of inflation accounting most preferred by business 
enterprises could be given a fair trial at least to start with. Keeping this in view, we will 
study the inflation accounting practices in coiporate sector in public undertaking in India 
in the next chapter. 
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CHAPTER- 4 
Inflation Accountintz Practices in India's Corporate sector. 
Introduction. 
In the preceding chapter, our attempt was to study the corporate accounting practices 
followed by business enterprises to deal with inflation accounting in some foreign 
countiies viz.. United State of America, United Kingdom, Canada, France, Belgium, 
Sweden, Japan, Germany, Australia and Italy. This chapter is primarily devoted to a 
study of the inflation accounting practices in India. The discussion presented here relates 
primarily as to how the coiporate managers feel about the need for inflation accounting. 
This is followed by a study of inflation accounting practices adopted by some companies 
in India's corporate sector. The chapter will focus on the adoption of inflation accounting 
in these companies (especially those that have responded to our questionnaire) like Ashok 
Leyland Limited, Bharat Heavy Electiicals Limited (BHEL), Carborundum Universal 
Limited and Voltas Limited. Therefore, this chapter is divided into two sections. The 
section first will discuss in brief the histoiy, financial results and operation of inflation 
accounting in these companies. On the other hand, the section second will attempt to 
discuss the choice of suitable method with its adjustment and desirability of introduction. 
The chapter also deals with the responses of those coiporate managers who have not been 
able to introduce some method of inflation accounting, though they feel the need for such 
a method in future. This was possible when we ascertained the views of some corporate 
managers on the desirably of adopting different methods of inflation accounting. 
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Section -1 
This section will deal with the Histoiy, financial results and operation of inflation 
accounting in the coiporate sector. The companies selected are these that have responded 
to our questionnaire. 
Ashok Levland Limited 
Ashok Leyland Ltd. was established on ?"' September 1948 as a public limited company 
with its registered office 19-Rajaji Salai, Chennai. The authorised share capital of the 
company is Rs. 1500 Million 150000000-equity share of Rs 10 each. The subscribed 
capital of the company is Rs. 1189.27 Million consisting 118929420 equity shares of Rs. 
10 each. At present the company has seven manufacturing branches providing 
employment near about 14056 employees. Ashok Leyland products enjoy a market 
preference and a reputation for their reliability, superior perfomiance and durability. 
From 7.5T GVW to 125T GTW for goods tiansport, 19 seaters to 80 seaters for 
passengers transport, and a host of special application vehicles for defence, fire fighting 
and other application, Ashok Leyland vehicles constitute the largest range of commercial 
vehicles in India. Besides, engines from 30 KVA to 125 KVA for industrial, marine and 
genset applications are also made by Ashok Leyland. 
Ashok Leyland is detennined to extend its technological leadership into the next 
century through new products that employ appropriate modem technology and answer in 
full customers' ever-changing needs 
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The installed capacity and production of the company as at March 31, 2000 are as 
follows. 
Capacity and Production 

























* Excludes three vehicles (1998-99: five vehicles) manufactured out of raw 
material / components supplied by the company. 
Source: Annual Report 1999-2000 p.27. 
As regards inflation accounting approaches in Ashok Leyland Ltd. is concerned, 
the basis of conversion of historical costs into cunent purchasing power is the wholesale 
price index. In order to appraise the shareholders the effects of inflation on company's 
activities we have shown on this and on the following pages the results for 1974 and the 
financial position as at 30"' September 1974 duly adjusted for inflation as per research 
study made by Dr. R.N. Nigam because at present the company has discontinued to use 
inflation accounting approach as per questionnaire received from the company duly filled 
in. In order to justify the inflation accounting approach in preparing the financial 
statements of the company we have taken the extiact from the annual report of the 
company for the year ended 30"' September 1974. 
These reveal that the published profit before tax of Rs. 810 lakhs is reduced to Rs. 
446 lakhs when the impact of inflation is eliminated. Also, but for the inflationary gain in 
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net monetary items amounting to Rs.290 lakhs, the year's after tax results would have 
shown a loss of Rs. 100 lakhs, as the tax provision of Rs. 566 lakhs is based on historical 
profits rather than inflation adjusted profits. 
th Result for the year ended 30 September 1974 





Net Added Value 
Expenses 




Provision on longer required 
Profit before Tax 




Profit after Tax 












































































BALANCE SHEET AS AT 30^ " SEPTEMBER 1974 
Capital & Loan Funds: 
Share holders' Funds * 
Loan funds 

































* Includes Proposed Dividend 
Notes: 
1. Basis: The adjustments for inflation are based on movements in wholesale price index 
(source: Indian Labour Journal published by the Government of India) which stood at 
313.1 at the beginning of the year and at 410.5 at the end of the year (Base: April 1952 
March 1953 =100). The increase of 97.4 points implies a rate of inflation of 31% during 
the accounting year. 
2. Stock: Stocks at the beginning and end of the year have been stated in rupees of the 
purchasing power at the year-end (30''' September 1974) thus taking the inflationaiy 
element (Rs. 419 lakhs) out of the profit on the sale of stocks. 
3. Fixed Assets and Depreciation: The value of fixed assets have been stated in term of 
the rupees of •the purchasing power at the year end by converting the historical values 
with reference to changes in the indices mentioned in Para 1 above between the dates of 
acquisition and 30"" September 1974. The total increase in the net written down value 
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measured in rupees of the purchasing power at the year-end amounted to Rs. 760 lakhs. 
Accordingly, the depreciation charge is based on cost of fixed assets measured in rupees 
of the purchasing power at the year-end. The additional charge involved is Rs. 101 lakhs. 
4. Sales, Purchases and other costs: These have also been stated in terms of the rupees of 
the purchasing power at the year-end. This adjustment increases profit by Rs. 176 lakhs 
as sales exceed the costs included in this heading. 
5. Monetary Item: Net monetary items comprise of total borrowings, creditors and other 
cunent liabilities less debtors and other cuirent assets. During the period of inflation 
holders of cash and other monetaiy assets lose purchasing power. A rupee at the end of 
the year will purchase less than it would have at the beginning of the year. Conversely, 
the holders of liabilities fixed in money temis will gain purchasing power during the 
period of inflation. Although we will have to pay the same amount expressed in money 
terms (rupees), in purchasing power terms the debt will have been reduced. In our case 
the net gain on this account is Rs. 290 lakhs. 
6. Shareholders' Fund: The effect of the increase in fixed assets, investments and stock is 
to produce similar increase in the shareholders fund as at 30"^  September 1974. 
The financial statements which give a tiue and fair view of the state of affairs of 
the Company and of the results of operations have been prepared in conformity, in all 
material respects, with the generally accepted accounting principles in India and 
supported by reasonable and pmdent judgments and estimates. Also, the company is in a 
position to carry on its business in the foreseeable future and accordingly it is considered 
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appropriate to prepare the financial statements on the basis of a going concern. Table -1 
shows the performance made by Ashok Leyland Limited in its Aimual Report 1999-2000. 
Table -I 
Showing the Financial Performance 
















































































































































































































Source: Ashok Leyland Ltd. Annual Report 1999-2000,p.2. 
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From the above table it is evident that profit before tax is 1999-2000 is Rs. 933 
million as against Rs. 233 million in 1998-99. Profit after tax Rs. 785 million in 1999-
2000 as against Rs.204 million in 1998-99. 
The total sales during 1999-2000 increased by 34 per cent over the previous years. 
This shows a growth of 27.3 per cent during the same period improved market coverage, 
better product performance, customer-oriented schemes etc., helped the company to 
achieve satisfactory results. 
Thus improvement in sales volume resulted in better profit compared to the 
previous year the total share capital of the company is Rs. 1189 million in 1999-2000 
which contributed over the years. The reserves during the year 1999-2000 increase from 
9852 to 10145 an increase of Rs.293 million. The dividend recommended by directors is 
35 per cent (Rs.3.50 per equity shares of Rs. 10) free of tax for the year ended 31" March 
2000 while it was 10 per cent in the previous year. 
Bharat Heavy Electricals Limited. 
In order to meet the needs of power generation, India entered in the field of 
manufacturing heavy electrical equipment. The first plant was set up at Bhopal by the 
Heavy Electricals Limited (HEL) during the Second Five Year Plan (1956-61). The 
range of heavy electrical equipment included turbines and generators for generation of 
power, transformers and switchgears for transmission of power, and industrial and 
traction motors and controls, rectifiers, etc., for utilization of power. However, due to 
rapid industrial development specifically during the sixties, the HEL was unable to cope 
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with the increasing demand for a higher range of heavy electrical equipment. To augment 
the manufacturing capacity for this heavy electricals equipment and other items not 
manufactured at Bhopal, a new company, the Bharat Heavy Electricals Ltd. (BHEL) was 
incorporated on November 13, 1964. In order to pool the technical expertise and 
available recourses of the two companies and to ensure no duplication of product lines, 
BHEL and HEL were merged to foiTn a single company known as the Bharat Heavy 
Electricals Ltd (BHEL) on January 1, 1974. 
After Bhopal unit, three more units came into being viz., 
1. High Pressure Boiler Plant - Tiruchirapalli (May, 1965). 
2. Heavy Power Equipment Plant - Hyderabad (December, 1965). 
3. Heavy Electricals Equipment - Hardwar (Januaiy, 1967). 
The Soviet Union collaborated in the establishment of the above No.l and 2 units 
and Czechoslovakian assisted in setting up No.3 units. Today, Bharat Heavy Electricals 
Limited has become the largest manufacturers of power plant equipment and electrical 
engineering organization in the countiy with unique spectmm of products and services. . 
It ranks amongst the top 12 manufacturers of power plant equipments in the world. Its 
aim and objectives are as under. 
1. Business Mission 2.Growth 3. Profitability 4. Consumer Focus 5 Employee 
orientation 6. Technology and 7. Image. 
Its plants are Scattered all over the countiy. At present BHEL have the following fourteen 
manufacturing units (shown in Table - II) and service centers besides a large number of 
projects, sites spread all over India where its equipments are as under eirection, enabling it 
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to serve the customers and the country efficiently. The Bharat Heavy Electricals Limited 
also figures amongst the Ust of largest 500 corporations outside the U.S.A. 













































Source - Personnel Manual of Bharat Heavy Electricals Limited. 
Pretaj^  profit was Rs. 1136887 as against Rs. 750277 in 1983-84. Post tax profit 
amounted to Rs. 730991 in 1984-85 as against Rs. 375277 in 1983-84. The company's 
summarised Balance sheet based on historical cost is shown in Table-Ill. 
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Tabie-III 
B h a r a t H e a v y E l e c t r i c a l s L t d . 
Balance Sheet (Based on historical cost) as at 31"* M a r c h 1 9 8 5 . 



















SOURCE OF FUNDS 
Shareholders Funds 
Capital 




Deferred credits (includes 
Rs.926.89 lakhs due within 
One year; previous year 
Rs. 906.53 lakhs) 36.73.70 448.16.87 42,10.88 574.30.35 
941.55.64 996.11.93 
APPLIACTION OF FUNDS 
Fixed Assets 
Gross block 835,27,20 707,48,32 
Less: Depreciation to date 346.50.15 293.23.15 
Net Block 488,77,05 414,25,17 
Capital expenditure in 
progress 40.29.49 529,06,54 78.51.19 492,76,36 
Investments 1,06,23 6,83 
Current Assets, Loans & Advances 
Inventories 704,66,35 689,18,9,0 
Sundry debtors ^817,99,76 807,86,18 
Cash and bank balance 194,69,89 123,57,93 
Other cunent assets 15,62 16,96 
Loans and advances 150.28.63 141.97.80 
1867.80.25 1762.77.77 
Less: Current liabilities and provisions 
Liabilities 1321,27,56 1160,80,87 
Provision 135.09.82 98.68.16 
1456.37.38 1259.49.03 
Net current assets 411.42.87 503.28.74 
941.55.64 996,11.93 
Contingent habilities 347,14,98 183 60 70 
Source: BHEL's Annua! Report for the year 1984-85 p.34. 
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From table-Ill, we observe that the company share capital is Rs. 2447600 
contiibuted over the years. Resei-ve and Suiplus during the year 1984-85 increased from 
Rs. 1926058 to Rs. 2486277 an increase of Rs, 559769. This was made possible by 
having an after tax profit of Rs. 730991 and after providing Rs. 1502 for prior period 
adjustment and Rs. 195808 dividend. 
In this fully owned Government Company the net worth in 1984-85, was Rs. 
4933877 and other sources of finance were borrowing and deferred credit amounting to 
Rs. 4359100. Compared the previous year 1983-84, the debt financing reduced by Rs. 
147700 from Rs. 4506800. 
Under the utilization of resources, the gross block of fixed assets increase from Rs. 
7074832 in 1984 to Rs. 8352720 in 1985. The net addition was to the tune of Rs. 
1277888 an approximate increase of 15.3 per cent. The balance in accumulated 
depreciation account shows an increase of Rs. 1532700 over the pervious year figure Rs. 
2932315. This gives us a net block of Rs. 4887705 as compared to Rs. 4142517 in 1983-
84. There was an additional item capital expenditure in progress of Rs. 402949 in 1984-
85 (Rs 785119 in 1983-84) grouped with fixed assets. Investment in other companies 
(subsidiaries) was Rs. 10623 as compared to Rs. 683 in 1983-84. 
The net current assets of the company on 31-3-1985 was Rs. 4114287. The total 
cuiTent assets inclusive loans and advances was Rs. 18678025 of which inventory (a non-
monetary item) was Rs. 7046635, the balance (Rs. 18678025 - Rs 7046635)= Rs. 
11631390 of current assets was of monetaiy nature. The current habilities all of which 
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are of monetary nature were Rs. 14563738. Thus net current assets of Rs. 4114287 
consisted of inventory worth Rs. 7046635 less net monetary liabilities of Rs. 14563738. 
The figures of the previous year 1983-84 were Rs. 5032874 for net cunent assets Rs. 
6891890 for inventory and Rs. 12594903 for net monetary liabilities. Also, both the 
balance sheets i.e., 1984-85 and 1983-84, show an addition item of the contingent 
habilities of Rs. 3471498 and Rs. 1836070 respectively after the balance sheet total. 
Bharat Heavy Electricals Limited has started to prepare their financial statements 
by using current cost accounting (CCA) method. The relevant explanatory note regarding 
current cost accounting of Bharat Heavy Electricals Limited is being reproduced below 
(Annual Report of BHEL 1984-85). Cunent cost accounts (CCA) have been drawn up on 
the method recommended by SSAP-16. 
Under condition of continuous inflation, current cost accounting adjustment data is 
helpful in understanding the impact of inflation on the financial perfonnance, the 
management's responses to combat and minimize the effect of inflation and its success in 
its efforts to maintain in real terms net operating assets thus keeping intact its operating 
capability. 
Net operating assefs comprise of net fixed assets, inventoiy and monetaiy working 
capital and in current cost accounting (CCA) three adjustments are made respectively: -
depreciation adjustment, cost of sale adjustment and monetary working capital 
adjustment. A gearing adjustment is also made reflecting the capital structure of the 
company. These adjustments are made primarily on the basis of published indices which 
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are illustrated below from the five year sutT\mary in addition to the usual current cost 
accounting for 1984-85. 
In addition to the usual cunent cost accounting adjusted account for 1984-85, a 
five-year current cost summaiy has been drawn up in table -IV conforming to suggestions 
made in the Accounting Standard Committee discussion paper issued in April 1982. This 
presents cunent cost accounting (CCA) results for the five years from 1980-81. The past 
years figures have been updated by applying yearly average values of the indices used for 
preparation of current cost accounting (CCA). 
Table - IV 
(Rs. in million) 
Particular 















































Source: Annual Report of BHEL 1985, p.66 
» 
The table -V shows the cuirent cost financial statements prepared by BHEL in its 
1984-85 annual report. 
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Table -V 
Current Cost Financial Statement (1984-85) 
A. P r o f i t and L o s s 
Earnings from Operations 
A c c o u n t . 
Historical profit before interest & tax 




Current cost operating profit: 
Less: Interest 
Gearing Adjustment 
Less: Provision for Tax 
Current cost profit after tax 
Appropriation Account: 


































Add: Surplus arising from cuiTent cost accounting: 
COSA 457. i 
MWCA (282.1) 
Revaluation of fixed assets (Net) 1,473.5 
Revaluation of current assets 342.8 
1,973.3 
Less: Gearing Adjustments 182.8 
Appropriation to Reserves 














Dividend 167.4 (180.9) 
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B. Balance Sheet: 
Assets Employed 
Adjusted Gross Block 
Less: adjusted cumulative 
Depreciation 
Adjusted Net Block 
Capital Expenditure in progress: 
Investment 






















Current Cost Reserves: 
Opening Balance 7,856.6 
Add: Transfer during the year 1,790.5 












Source: BHEL Annual Report 1984-85, pp.66-67 
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From the above financial statements prepared by BHEL, it is revealed that the 
current cost adjustment have been made on the basis of wholesale price indices for 
ferrous and non-ferrous materials, metal products, electrical and non-electrical machineiy 
published by R.B.I. These indices indicate that on an average increase in the prices in 
1984-85 has been 9% compared to 7% m 1983-84, 8% in 1982-83, 11% in 1981-82 and 
9% in 1980-81. Current cost accounting adjustments in 1984-85 are: COSA Rs. 457.1 
million, MWCA Rs.(282.1) million, and additional depreciation Rs. 375.6 million 
totaling to a net additional cost of Rs.550.6 milhon. Out of this Rs. (182.8) million 
however has been adjusted as gearing adjustment, passing this portion on to the lenders 
of the company leaving Rs. 367.8 million to be adjusted against BHEL profits. After tax 
and dividend provisions, Rs. 16.4 million has been finally retained, a positive figure after 
3 years where operations showed only negative figure. This positive turn around has been 
largely due to increasing earnings and value added, better management of inventory, 
infusion of long-term funds and improved cash collection. This is not only reduced 
working capital but also improved profitability thiough reduced interest cost. 
Present Review of BHEL's perfonnance from 1996-97 to 1997-98 at a glance is 
shown in table -VI 
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Table-VI 
BHEL at a Glance (from 1996-97 to 1997-98) 




Profit Before Tax 








Per Share (in 
















































Source: Annual Report BHEL 1997-98 p. 15. 
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From the above table it is evident that one of the prime mission of BHEL is to 
attain a leading position as suppliers of quality equipment, system and services in the 
field of conversion, tiansmission, utilization and consewation of energy for application in 
the areas of electrical power, transportation oil and the company also lays emphasis on 
maximum utilization of resources for business expansion into allied areas and other 
priority sectors of the economy like defense, communication and electionics. a wide 
range of products and services for the energy, industry and transportation sectors of the 
economy. Major highlights of performance during the year 1997 - 98, are summarised 
below:' 
Turnover Rs. 64713 million up by 12.4% 
Profit before tax Rs. 10217 million up by 18.2% 
Net Profit Rs. 7195 million up by 55.3%) 
Earnings per share Rs. 29.40, up by 55.4%) 
Internal recourses Generation Rs. 7944 million up by 45.9%) 
N.A.V. Per share Rs.106,02, up by 34.9%o 
Orders inflow during 1997-98 was at Rs. 58530 million. The year ended with an 
outstanding order book of over Rs. 100000 million available for execution in 1998-99 
and beyond. 
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The details of appropriation of profit for the year are as follows: 
1997-98 
10,217 




-938 3 mi 
3,863 
149 4,012 
Profit before tax 
Less: Tax provision 
For the year-
For the earUer years 
Profit after tax 
Add: tiansfer from resei'ves 
Capital Reserve 
Investment utilization reserve 
Foreign project resei've 
Sub total 
Less: Appropriation 
Foreign project reserve 
Proposed dividend 
Transfer to General reserve 
Corporate dividend tax 
Dividend of 25 per cent on the paid up capital of Rs. 2447.60 million has been 
recommended for 1997-98; an increase of 5 per cent over the rate of dividend for 96-97. 
Bharat Heavy Electricals Limited has been successful in achieving the overall 
goals and targets, set out in the Memorandum of Understanding (MOU) signed with 
Government of India for 1997-98. This perfomiance has qualified the Company for 






















Steady growth in order receipts in most of the product areas has enabled the 
company achieve a financial turnover of Rs. 64,713 million, which shows an increase 
of 12.4 per cent over that of last year. New products turnover contributed Rs. 18,670 
million i.e. 28.9 per cent of the company's turnover. Export turnover, including deemed 
exports, was placed at Rs. 17,840 million i.e., 27.6 per cent of overall turnover, recoding 
a growth of 37.9 per cent over 1996-97, Turnover from sale of spares accounted for Rs, 
8,730 million, an increase of Rs. 1,820 million over 96-97. Value addition stood at Rs. 
28,867 million which was achieved due to better sourcing of materials, resulting in 
savings in material cost compared to the previous year and value engineering efforts. 
Profit before tax of Rs. 10,217 million witnessed an increase of 18.2 per cent over 
that of the previous year; the same in relation to value of production increased from 16.3 
per cent in 1996-97 to 17.1 per cent in 1997-98. There was also a significant 
improvement in the internal resources generation, which registered an increase of 45.9 
per cent during the year. There was, however, a small reduction in gross margin as a 
percentage of value of production, which went down from 20.9 per cent in 1996-97 to 
20.2 per cent in 1997-98 mainly due to provision towards wage revision due to 
employees w.e.f 1-1-1997. 
During the year 1997-98 due to concerted efforts, interest of Rs. 336.6 million 
(previous year Rs. 55.7 million) was granted by the Income Tax Department. At the same 
time interest bf Rs. 537.5 million (previous year Rs. 10.9 million) charged earlier was 
withdrawn and interest of Rs. 50,3 million (previous year Rs. 379.7 million) was charged 
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on account of appellate assessment orders. The net impact of Rs. 814.8 million is shown 
as interest income of the year. 
As a result of product working capital and cash management, the total financing 
cost of Rs. 597 million was much less in comparison with Rs. 1591 million of previous 
year resulting in a reduction of Rs. 994 million in interest cost. An additional contributory 
factor was the 0.6 per cent reduction in consumption of raw materials & components and 
payments to sub-contractors as a percentage of value of production from 49.5 per cent in 
1996-97 to 48.8 per cent in 1997-98. 
Total boiTOwings have declined from Rs. 8,644 million in 1996-97 to 
Rs. 3,896 million at the end of 1997-98 resulting in decline in debt; equity ratio from 0.45 
m 1996-97 to 0.15 in 1997-98. Equity remained at Rs. 2,447.6 million. Net worth 
increased by Rs. 6,702 million to Rs. 25,950 million in 1997-98. 
On the working capital side, there was a small increase of around Rs. 55 million as 
compared to 1996-97 on account of the following factors: (i) decrease of Rs. 2,713 
million in book debts and inventoiy; (ii) decrease in current liabilities and provision of 
Rs. 1,645 miUion and net increase of Rs. 1,123 million in other cunent assets, loans and 
advances. 
Inventory levels declined by 8.7 per cent over the previous year. In terms of 
number of days of turnover, inventory declined from 119 days in 1996-97 to 97 days in 
1997-98. In absolute terms it is noteworthy to mention that raw materials, components, 
stores and spare decreased by Rs. 1,493 million that is 17 per cent with reference to 
1996-97 despite the fact that operations were at an increased level. The level of book 
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debts in number of days' sales declined from 205 days in 1996097 to 177 days in 
1997-98. 
Cash and Bank balance at the end stood at Rs. 4,153 million as against 
Rs. 3,160 million at the end of 1996-97. These were utilized in April 1998 towards 
payment of adhoc advance on account of wage revision and for making short-term 
investments. 
Carborundum Universal Limited. 
The Carborundum Universal Limited was established on 21-4-1954 as public 
limited company with its head office at Chennai ("TIAM HOUSE" 28, Rajaji Salai). The 
authorised share capital of the company is Rs, 16 crores with its equity shares 12102560, 
At present the company has nine branches. The staff strength of the employees as on 
30-9-2000 is 2193. 
Being part of Murugappa group, the company is engaged in the business of 
Abrasives, Refractories, Electiominerals and Industrial ceramics. The Bonded Abrasives 
are tools used for grinding applications, normally in the form of wheels. The Bonded 
abrasive industry mainly caters to auto and auto ancilliaries, bearing, steel and general 
engineering industries. Coated Abrasive are flexible abrasives in the foi"m of sheets, belts 
and discs. The coated abrasive industiy mainly caters to auto, auto ancilliaries, auto 
garages, hand tools, sanitary fittings, general engineering, wood and leather industries. 
Refractory products are heat resistant products used in steel, cement; glass and ceramic 
industries. 
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The Electominerals division manufactures brown fused alumina, white fused 
alumina and silicon carbide grains. These grains are used primarily as raw material in the 
manufacture of bonded, coated abrasives and refractories. Industrial ceramics products 
are high alumina ceramic products like grinding media, wear resistant liners, lined 
equipment, metallised ceramic products like cylinders, sensors, feedthroughs, engineered 
ceramic products like seals, tubes, nozzles etc., the company also has two power plants -
Hydel power plant at Maniyar, Kerala and Windfarms at Tirunelveli, Tamil Nadu which 
cater to the power requirements of factories at Kerala and Tamil Nadu respectively. 
The installed capacity and production of the company as at 3 T' March 2000 are as 
follows. 
Installed Capacity and Production 

























Source: Information supplied by Carborundum Universal Ltd. In annexure -1 vide letter 
no. nil dated 31-10-2000. 
Company's turnover for the year 1999-2000 was Rs. 258 crores. Profit after tax 
was Rs. 26 crores and Earnings per share was Rs. 21.44^. 
This company has started showing adjustments for the effects of inflation in their 
annual accounts begiiming from 1973-74. In calculating the profit or loss on the basis of 
price level adjustment, the company has taken sales, profit before depreciation, and 
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depreciation for calculating net gain or loss arising from the effects of inflation on 
monetary assets. The Balance Sheet as at BT' August 1974 shows the conversion process 
of fixed assets, investments, and cunent assets less current liabilities, shareholders, funds 
and loans. On the basis of this conversion, the company has also, shown the current value 
of equity share and earnings per equity share. In the notes annexed to the figures related 
to conversion, the company has stated that adjustments for inflation are based on 
movements in wholesale price index. In these notes, the difference between the profit 
before taxation on historical basis and that on current purchasing power basis has been 
explained. 
Carborundum Universal Limited 
Financial Position Adjusted For The Effects Of Inflation 
Profit & Loss Account 
For the year ended 31" December, 1974 
Historical Cost Current Purchasing 
Basis Power Basis 
Sales (less commission & Discount) 
Profit before depreciation & Taxation 
Depreciation 
Net Gain (loss) arising from effect of 
Inflation on monetary assets 
Profit before tax 
Taxation 
Profit after tax (loss) 















Balance Sheet as at 31^ ^ August 1974 
Net Assets Employed 
Fixed assets 





Book Value Equity 
Earnings (loss) per equity 























Notes to the financial position adjusted for the effects of inflation: 
1. Basis: The adjustments for inflation are based on movements in the wholesale 
price index (source: Office of the Economic Adviser to the Government of India), 
which stood at 251.1 at the beginning of the year and at 323.4 at the end of the 
year (base 1961-62: 100). This implies a rate of inflation of 28.8 per cent during 
, the current year. 
2. Fixed Assets including Investments: The value of Fixed Assets have been 
represented at the current purchasing power as at 31"" August 1974 by converting 
the historical values by reference to changes in the indices mentioned in Notel 
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above between the dates of acquisition and 3l" August 1974. The total increase in 
the net written down value measured in 1974 August - Rupee amounted to 
Rs. 301.30 lakhs, 
3. Current Assets Less CuiTent Liabilities: The figures under these headings in the 
historical accounts as at 31" August 1974 remain unaltered since these have been 
already reflected in cunent purchasing power. 
4. Total Shareholders' Funds: The effect of the increase in fixed assets and 
investments by Rs. 301.30 lakhs is to produce a similar increase in the amount of 
total shareholders' funds at 3 T' August 1974. 
5. Profit for the year: The profit after tax of Rs. 71.34 lakhs as per historical basis 
turned into loss of Rs. 28.68 lakhs on cunent purchasing power basis as a result of 
higher depreciation and net loss arising from the effect of inflation monetary assets 
and also due to higher taxation based on historical accounts. 
6. Summary of the difference between the Profit before Taxation on historical cost 
basis and that on a cuiTent purchasing power basis. 
Rs. in 000s, 
Profit before Taxation (Historical Cost Basis) 177,59 
Adjustment to current purchasing power basis: 
Depreciation (28,34) 
Stock (46,14) (74,48) 
Net Monetary items adjusted for movement during the year: 
Debtors Less Creditors (52,97) 
Liquidation of fixed deposit and 
'Other cash balance (25,43) 
(78,40) 
Sales Less Purchases 52,86 25,54 (100,02) 
Profit before Taxation (Cunent Purchasing Power Basis): 77,57 
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7. Depreciation: Due to inflation over n\any years the charge for depreciation on 
existing fixed assets in the historical accounts is substantially less than the 
corresponding charge, which would be required in terms of current purchasing 
power. The rate of depreciation application to different types of assets under 
historical costs have been applied to the cost of fixed assets expressed in tenns of 
cunent purchasing power of the Rupee to aiTive at the depreciation allowance 
under current purchasing power basis. 
8. Stocks: The stocks at beginning of the year were converted in terms of the Rupees 
of the purchasing power at the year-end. Stocks at the beginning of the year 
amounted to Rs. 160,17 lakhs. To maintain the same volume of stock at the end of 
the year, additional finance amounting to Rs. 46.14 lakhs would be required due to 
inflation during the year. This is a charge against profits m inflation accounts. 
9. Net Monetary Items: Net Monetary Items comprise total borrowing, deferred tax 
liability, creditors and other current liabilities less debtors and other current assets. 
Due to inflation during the year net assets diminished by Rs. 25.54 lakhs. (Figures 
within brackets indicate loss or deduction). 
As regard the financial results and operational highlights, the financial statements 
are given in exhibition page 200. The financial statement have been prepared under 
historical cots convention except revaluation of certain fixed assets' in conformity the 
generally accepted accounting principles in India and based on 'going concern' concept 
considering the ability the company to cany on the become well in the foreseeable future. 
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. From exhibit -I it has been observed that the company share capital is Rs. 121006 
in 1999-2000 in as against is Rs. 120976 in 1998-99, which is shown below as per 
schedule -I of the Company Act 1956. 





1,60,00,000 Equity Shares of Rs. 10 each 16.00.000 16.00.000 
Issued and Subscribed 
1,21,02,560 Equity Shares of Rs. 10 each fully 
paid (Previous Year 1,20,97,620 shares) 12,10,26 12,09,76 
Of the above 
1. 1,78,713 Shares (previous year 1,78,713) 
were allotted as fully paid-up for consideration 
other than cash pursuant to contiacts, 4,67,259 
shares (Previous year 4,62,319) allotted to 
shareholders of amalgamating companies. 
2. 72,29,624 Shares (Previous year 72,29,624) allotted 
as fully paid-up bonus shares by capitalization of 
share premium and general resei"ve. 
3. 5,62,500 Shares (Previous year 5,62,500) allotted on 
conversion of 15 % convertible bonds. 
12.10.26 12.09.76 
Source: Annual Report of Carborundum Universal Limited 1999-2000, p.26 
Sales for the year was Rs. 257 crores as against Rs. 250 crores for the previous year. 
Profit on sales of investment is Rs. 71741 as against Rs. 19626 in the previous year. 
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Profit before tax is Rs. 2402071 as compared to Rs. 2357877 in the previous year. Thus 
the profit before tax substantially increased is by 34%. Profit after tax amounted to 
Rs.259535 in 1999-2000 as compared to Rs. 196967 in the previous year. 
An interim dividend of 50 per cent (Rs. 5 per equity share of Rs. 10 each) has been 
paid for the year. The Directors are pleased to recommend a final dividend of 10 per cent 
(Re. 1 per equity share of Rs. 10 each) as final dividend making a total dividend of 60 per 
cent for the financial year 1999-2000 as against 50 per cent for 1998-1999. 
Under the utilization of reserves, the gross block of fixed assets increase from 
Rs. 2017378 as on 31'' March 1999 to Rs. 2070852 as on 3V' March 2000. The net 
addition was to the tune of Rs. 53474 an approximate increase 2.58 per cent. The balance 
in accumulated depreciation account shows an increase of Rs. 1038728 over the previous 
year figure Rs. 935966. This gives to a net block of Rs. 1032124 as compared to 
Rs. 1081412 in 1998-1999. There was a capital work-in-progress as cost Rs. 16533 in 
1999-2000 (Rs. 21202 in 1998-99) added net block of fixed assets. Investment in other 
companies was Rs. 363481 as compared to Rs. 343617 in 1998-99. 
The net current asset of the company on 31st March 2000 was Rs. 897675. The total 
current assets inclusive loans and advances was Rs. 1294355 of which inventory being a 
non-monetary item was Rs. 430393, the balance (Rs. 1294355 -430393)=Rs.863962 of 
current assets was of monetary nature. The current liabilities and provision all of which 
are monetary nature were Rs. 396680. Thus net cuiTent assets of Rs. 897675 considered 
of inventory worth Rs. 430393 less monetary liabilities Rs. 396680. 
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Also, it is necessary to point out here that as per information supplied by the 
company, the company prepared its account both under historical cost basis and current 
purchasing power basis for the year ended 31-8-1974. This was the only year in which 
the company used purchasing power method of inflation accounting just to know the 
impact and for information purpose only. The company never intends to do the same in 
subsequent years and hence discontinued. The company is in the process of converting 
their accounts under U.S. GAAP (United States Generally Accepted Accounting 
Principles). The company also agreed that in case the inflation accounting methods are 
used in financial statements then they are better than using the historical cost accounting 
method for their fairness and consei'vatism.' 
Voltas Limited 
Voltas Limited was established on 1954 as a public limited company with its 
registered office Ballard Estate Mumbai. The authorised share capital of the company is 
Rs. 100 crores. The subscribed capital of the company is Rs. 67 crores. At present the 
company has eleven manufacturing branches providing employment near about 5807 
employees. 
The company was promoted in 1954 by Tata Sons Limited and Volkart Brothers, a 
Swiss firm which had operated in India since 1851. Today Voltas limited by far the 
leading engineering company of the Rs. 400 billion (US $ 10 billion) Tata Group, one of 
India's largest and best-known conglomerates. In this capacity, Voltas has long been an 
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important resource for India's industrialization economy, in a rich variety of business 
fields. 
Over almost five decades, Voltas has established a strong leadership presence as 
India's largest air-conditioning company, and as a provider of engineering and back-up 
services. The company's strengths lie in design and manufacture of industrial equipment; 
management and execution of electio-mechanical projects; sourcing, installation and 
servicing of technology-based systems; and representation of global technology leaders, 
serving diverse industrial sectors and application. Voltas Limited's manufactured 
products include room air-conditioner, industiial air-conditioning and refrigeration 
equipment, water coolers, forklift tiucks, cranes, pumps and modular office furniture 
systems. All products bear the stamp of state-of-the-art automated manufacturing plants 
bearing ISO 9001 certification, resulting in consistently high quality and reduced costs. 
The company's sourcing and marketing operations cover textile machine tools, mining 
and construction equipment, and industrial chemicals. In these sectors, Voltas 
demonstrates its specialised engineering expertise, as well as its extension network of 
global sources. 
In its pursuit of the latest world-class technologies, Voltas has entered into 
numerous international tie-up with Sulzer for pumps, Lista for office furniture, Hitachi 
for absorption machines and chillers, Standard Refrigeration for direct expansion chillers, 
and Dunham *Bush for screw chillers. It also has joint ventures with Fanuc Limited 
(Japan), General Electric (USA), and Air International Group (Australia). Voltas also 
vepvesents a number of leading manufacturers worldwide: Hamischfeger Corporation, 
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Aqualon, Hercules, Detroit Diesel Unit Rig (USA), Lakshmi Machine Works and SRP 
Tools (India), Kobe Steel/Mitsubishi Heavy Industries, Fanuc (Japan), BT Industries 
(Sweden), Terex (France) SIP, Hauser (Switzerland), P&H (Russia) Trumpf (Germany), 
Tioxide (UK) amongst others. 
The company has its Head Office in Mumbai, Zonal Headquarters in Mumbai, 
Calcutta, New Delhi, and Bangalore, and Branch Offices at Ahmedabad, Chennai, 
Secunderabad, Jamshedpur, Lucknow, Rune and Kochi; Overseas office in New York 
(USA); and factories in Thane in Maharashtia, Dadra, Union Tenitoiy and Sanathnagar 
in Hyderabad. Exemplary coiporate citizenship is demonstiated in numerous social 
upliftment projects, whether independently undertaken or in support of Tata Council for 
Community Initiatives. 
The company's global extension is Voltas International Limited, a wholly owned 
subsidiary and a government-recognised export house. It's multiple technology 
capabilities are brought to bear in projects in civil construction; electrical mechanical and 
public health services; air and water pollution control systems; and landscaping and agro-
development. 
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The installed capacity and production of the company as at 3 T' March 2000 are as 
follows. 
Installed 
Air-conditioners and Water 
Coolers 
Room Air-conditioners (Numbers) 
Water Coolers (Numbers) 
Hermetic Compressors (Numbers) 
White Goods 
Refrigerators (Numbers) 
Washmg Machines (Numbers) 
Air-conditioning and 
Refrigeration Equipment 
Open Type Compressors with 
Accessories (Numbers) 
Centrifugal Packaged Chillers 
(Numbers) 




Absorption Machine (Numbers) 
Materials Handling Equipment 
Forklift Trucks (Numbers) 
Spares for Forklift/Hand lift/ Pallet 
Trucks (Rs. in million) 
Mining and other Engineering 
Equipment 
Mme Fans (Numbers) 
Hydraulic Truck Cranes/Rough 
Terrain Cranes (Numbers) 
Power Driven Pumps (Numbers) 
Electrical Equipment 
Electric Motors (HP) 
Pesticides 
Phosalone Technical (Tonnes) 
Formulations Liquid (Kilo Liters) 
Other Pesticides Technical 
(Toimes) 
Hyderabad Unit 
Steel Furniture (Toimes) 























































































Source: Annual Report of Voltas Limited year 1999-2000, pp, 35-36 
As regards financial results of the company the financial statements (based on historical 
costs) are given in exhibition page 202. 
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From exhibit-II it has been observed that the company's share capital is Rs. 
330539 as at 3l" March 2000. Reserved and surplus during the year 1999-2000 increased 
from Rs. 1197250 to Rs. 1208143 an increase of Rs. 10893. 
Profit before financial items, depreciation and extraordinary income and 
(expenses) is Rs. 434584 in 1999-2000 as against Rs 416249 in 1998-1999. This 
indicates that there is a distinct improvement in the operating profit of the company as a 
result of the restructuring exercise and divestment from uneconomic business in the last 
two years. The slow down in the capital goods sector continued for most part of the year 
and adversely affected margins as well as order booking in the Engineering Business. 
Sustained cost cutting measures have however enabled the company to show a 
turnaround on operating results. 
The profit before tax is Rs. 59,550 in 1999-2000 as against Rs. 141244 in 1998-99. 
Profit after tax amounted to Rs. 54,950. The interim dividend of 12 per cent amounting to 
Rs. 39706 for the year ended 31" March 2000 has been paid by the board of director of 
the company. Provision for taxation Rs 4600 in 1999-2000 and Rs. 13300 in 1998-99. 
Tax on dividend is Rs. 4368 each in 1999-2000 and 1998-99 respectively. The sales for 
the year was Rs. 8243356 compared to Rs. 9842822 in 1998-99. 
Under utilization of resources the fixed assets increased from Rs. 1269094 in 
1998-99 to Rs. 1298198 in 1999-2000. The net addition was to the tune of Rs. 29104 an 
approximate increase of 2.29 per cent. The depreciation on fixed assets is Rs. 150914. 
There was a deferred reserve expenditure in the tune of Rs. 422228. The investment in 
other companies is Rs. 423000 during the year 1999-2000. 
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The net current asset of the company on 31st March 2000 is Rs 814010. The total 
current assets inclusive loans and advances is Rs. 4140234 of which inventory being a 
non-monetary item is Rs. 1379007. The balance Rs. 2761227 of current assets are of 
monetary nature. The current liabilities, all of which are monetary nature are 
Rs. 3326224. Thus net current assets of Rs. 814010 consisted of inventory worth 
Rs. 1379007 less net monetaiy liabilities of Rs. 3326224. The figures for the previous 
year 1998-99 are Rs. 1218013 for net cuuent assets, Rs. 1548767 for inventory and 
Rs. 3382115 for net monetary liabilities. 
As regards using of inflation accounting method, the company is neither used nor 
plaimed for future. In its opinion this information will not add value to shareholders "*. 
Section -II 
The choice of suitable method, its adjustment & desirability of intioduction. 
Inflation accounting has emerged as one of the most controversial and debatable issues in 
accounting. Although a great deal has been written and much has been said in the recent 
past on the subject, the degree of agreement in respect of various related issues, 
particularly the method of inflation accounting, seems to be somewhat disheartening. As 
pointed out in chapter II, there are two main lines of thinking on the methods of inflation 
accounting. The first is the general purchasing power accounting (GPPA) approach, 
which emphasizes an all-inclusive adjustment of the financial statements in monetary unit 
of uniform purchasing power. The second is the current cost accounting (CCA) approach 
according to which the adjustment in items is made bearing in mind the replacement cost 
of the assets used in the operation of the frnn. Under this approach the use of specific 
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price indices is made for adjustment purposes. Of late, a compromise formula based on 
the two approaches noted above has been suggested. In fact, this means that first, the 
accounts would be prepared in terms of specific price indices, and then, they would be 
restated in terms of a general price index. 
It was mentioned earlier that almost everyone associated with corporate financial 
accounting and it was felt that the problems caused by price changes in accounts were 
quite serious in nature, and there was a urgent need for some solution to this problem. 
The attempt by some of Indian companies belonging to public as well as private sector to 
present their annual accounts following the recommendations of SSAP - 16 or current 
cost accounting (CCA) are commendable. As for example, the Hindustan Machine Tools 
even in its 26"' Annual Report (1978-79) followed the Hyde Guidelines in preparing its 
annual accounts. Similarly, Bharat Heavy Electricals limited in its 15"' Annual Report 
(1978-79) followed the principle of current cost accounting as published in Exposure 
Draft -18 and also Hyde Guidelines in presenting its annual accounts. Regarding the 
private sector, it may be stated that the Indian Institute of Management, Ahmedabad, 
made a survey of 200 public limited companies regarding the practice of financial 
reporting in India. It appears from the report that several company management through 
their directors' reports drew the attention of their shareholders to the effects of inflation 
on their company's financial results and conditions. Four out of three companies viz., 
Ashok Leyland Limited, Bharat Heavy Electricals and Carborundum Universal Ltd., 
covered by the survey specifically provided supplementary financial statements under the 
current purchasing power method up to the year 1974. 
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As regards the choice of a method of inflation accounting, there is controversy 
regarding the price that should be considered in inflation accounting. The alternatives are 
general prices and specific prices. In general, the proponents of general purchasing power 
accounting method suggest the use of general price index, and those favouring current 
cost accounting method advocate the use of specific prices. 
The general picture regarding corporate practices may be better understood from 
the findings of a recent research study made by Professor L.S. Poi'wal and Dr. N. Mishra. 
It related to 80 large private and public sector companies in India belonging to all the 
important industiy groups and spread all over the countiy. The opinion of the corporate 
manager regarding the need for inflation accounting was obtained and the results, as 
given below in table -Vll show that the responding companies showed a consensus on 
the need for inflation accounting both from management and published accounts. 
Table-Vll 
Corporate Responding Towards Need for Inflation Accounting 
Need for Adjustment in respect of 
Fixed assets in the balance sheet 
Depreciation 
Cost of inventories consumed 
Purchasing power gains or losses 
Gain to the equity from borrowings 
Total No. of Responding Companies 

















Source: Ponval & Mishra. "Inflation Accounting in a Dexeloping Economy - A study of India. 1985 p.45 
From the above, it was felt that the adjustment for inflation was of great 
significance with respect to fixed assets and depreciation followed by cost of inventories 
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consumed. The need for computing purchasing power gains and losses was also well 
appreciated. Thus, we find that almost two-thirds of the responding managers felt that 
adjustments to compute purchasing power cost of holding monetary assets, and gain to 
the equity from borrowings were necessary to prepare proper management accounts. 
During the course of our interview with the managers, it was impressed upon us that the 
latter item enjoyed gradually increasing significance in view of the rising tendency of 
loan financing in recent years. With minor exceptions, all the managers thought that 
adjustments to fixed assets and depreciation were of real significance in telling the 
management the conect position of the enterprise, table -VIII summarises the inflation 
accounting practices in the responding companies. 
Table -VIII 
Use of Inflation Accounting Practices in Corporate Sectors 






Inflation Accounting Practices 
In Use 






Not in Use 






Source: Porwal & Mishra. 'Inflation Accounting in a De\eloping Economy - A stud>' of India. 1985 p.46 
From the above table it is evident that only 9 of the responding 80 companies were 
using some method to adjust their accounts for inflation and they all belong to the 
industry group. Of these 7 were from private sector and 2 were from public sector. All the 
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private sector companies considered inflation accounting technique for internal purpose 
only while the two public sector companies prepared their price adjusted information on 
the supplementary basis. Further analysis of data in table -VIII reveals that inflation 
accounting was regarded as a more relevant subject for enterprises engaged in industrial 
activities particularly those employing large fund in fixed assets. 
Regarding the nature of adjustments, it has been mentioned that the most 
important factors affecting the historical cost accounts during inflation are fixed assets 
and depreciation thereon and cost of inventories consumed on the basis of our enquires, it 
has been revealed that almost all the companies i.e. 8 out of 9 adjusted there two items 
for inflation in their management accounts. Monetary items, however, did not attiact the 
attention of the managers. The overall position is given in table IX. 
Table -IX 
Industry Practice in Inflation Accounting-Nature of Adjustments 
Name of adjustments No. of Companies making Adjustment in 
Management Accounts Published Accounts 
Fixed Assets 8 2 
Depreciation 8 2 
Cost of inventory consumed 8 2 
Cost of holding monetary Assets 6 2 
Gain to the equity for borrowings 5 2 
Source: Porwal & Mishra, "Inflation Accounting in a Developing Economy - A study of India, 1985 p.47 
After careful study of the companies both in Public & Private sectors under study, it 
has been formed that the companies viz. Ashok Leyland Limited, Bharat Heavy Electrical 
Limited (BHEL), Carborundum Universal Limited and Hindustan Machine Tools 
Limited (HMT), who used to prepare their financial statements up to 1974, 1985. by 
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using the inflation accounting methods in one way or other way seem to have been 
discontinued as shown from the questionnaire. Besides, a majority of companies not 
following any method of inflation accounting are found to attiact considerable attention. 
A study of the reasons why such a grate majority of companies do not account for 
inflation becomes important for many reasons and in considered to be helpful in 
understanding the general mood towards this problem keeping this in view, we have 
come to know through our questionnaire sent to the companies as to why they did not 
follow the inflation accounting. The most important reasons not to prepare financial 
statements under inflation-adjusted accounts were as under: 
1. The Practical difficulties in implementation of inflation accounting is the first 
reason as it has been experienced by the large number of respondents. They 
agreed that difficult methods of inflation accounting such as current cost 
accounting were complicated and their implementation invoked many 
difficulties. 
2. The most important reason for non-accomplices of the inflation-adjusted 
accounts is taxation. A large number of corporate managers believed that this 
is the real issue in inflation accounting because the government would not 
allow adjusted income for tax purposes. Difficulty in understanding such 
accounts is also considered to be an important feature of an ideal system of 
accounting. The general feeling among the corporate managers is that the 
inflation accounting methods by proposing a shift from the historical cost 
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accounting principles make the accounts too the general picture regarding 
complicated to understand. 
Finally, a good number of managers were of the opinion that due to absence of good 
leadership create hurdle in the way of inflation accounting that is why the companies did 
not prepare inflation-adjusted accounts 
Thus, we can say that there is a general feeling that inflation accounting by and large 
done for manufacturing use only. The basic objective of financial reporting does not seem 
to be considered significant in India. Therefore our suggestion is that a high-powered 
committee like Sandilands Committee in U.K., should be appointed to study the problem 
before introducing any solution. The committee should define objectives, develop 
concepts and standards and suggest a suitable system of inflation accounting for 
widespread use. 
Conclusion 
From the analysis presented in this chapter we have come to the conclusion that 
the need of inflation accounting is felt invariably by all and sundry though only a few 
companies used inflation accounting methods in preparation of their financial statements. 
Ashok Leyland Limited, Bharat Heavy Electiicals Limited, Carborundum Universal 
Limited and Voltas Limited companies under study have used inflation accounting 
method either current cost accounting method or general purchasing power accounting 
method. The use of inflation-adjusted infonnation for computing ratios does not seem to 
be much popular among the companies. The companies under study used the inflation-
adjusted infonnation up to 1974 (Ashok Leyland, Carborundum Universal Limited) while 
199 
Bharat Heavy Electricals Limited used current cost accounting method up to 1984-85. 
These companies responded that they have used the inflation accounting methods just to 
know the impact of inflation accounting and for information purpose only. They are not 
intending to do the same in subsequent years. The greatest obstacles in the way of 
adopting inflation accounting were: practical difficulties in its implementation, non-
acceptance of the final accounts for tax purposes, and difficulty in understanding such 
accounts. The non-acceptance of inflation-adjusted accounts by the tax authorities 
seemed to influence, implicitly or explicitly, the minds of most of the executives. 
Although depreciation is an important factor influencing the accounting results of a 
business enterprise during inflation, it is not adjusted for inflation even for management 
accounting purposes. The methods of inventoiy valuation followed by companies are of 
little help in countering the adverse impact of inflation on business results. Inflation 
accounting by and large is done for management use only. The basic objective of 
financial reporting does not seem to be considered significant in India. It is, therefore, 
desirable to introduce inflation accounting in the Indian business, although the reasons 
given by the respondents to support the use of inflation-adjusted information differed a 
lot. Also, a high power Committee on the lines of the Sandilands Committee of U.K. 
should be appointed to study the problem of inflation in accounts before taking any steps 
towards introducing inflation accounting. Keeping in view of the study made on various 




Carborundum Universal Limited 
Profit and Loss Account and Balance Sheet 
As on 3 r ' March 2000 (based on Historical cost) 
(Rs. in OOO's) 
Income 
Sales 
Income from Processing Charges 
Other Income 
Profit on sale of Investment 
Expenditure 





Less; Transfer from Fixed Assets 
Revaluation Reserve 
Interest and Finance Charges 
(Accretion) / Decretion to stock 
Profit Before Tax 
Less: Taxation net of prior year adjustments 
Profit After Tax 
Add : Unappropriated profits from 
previous year 




Debenture Redemption Reserve 
Dividend 
Interim @ 50% (20%) 
Proposed Final @ 10% (30%) 
Dividend Tax'thereon 






























































BALANCE SHEET AS AT 3 r ' MARCH 2000 
Sources of Funds 
Shareholders' Funds 
Capital 
Share Capital Suspense 










Capital Work-in-Progress at Cost 
Investments 
Current Assets, Loans & Advances 
Inventories 
Sundiy Debtors 
Cash & Bank Balances 
Loans & Advances 
Less: Current Liabilities & Provisions 
Current Liabilities 
Provisions 
Net Current Assets 
Miscellaneous Expenditure 
(Deferred revenue expenditure to the extent 


























































Profit and Loss Account and Balance Sheet of 
As on 31^ * March 2000 (based on Historical cost) 
Year ended 
31''March 1999 
Rupees Rupees Rupees 
In '000s in '000s in OOOs 
Sales and services 
Other Income 
Cost of sales and services 
Operating and administration expenses 
Profit before financial items, depreciation 
and extraordinary income & (Expenses) 
Financial items 
Depreciation on fixed assets 
Profit /(Loss) before extraordinaiy income & 
(Expenses) 
Extraordinary income & (Expenses) 
Profit before taxation 
Provision for taxation: 
Provision for income tax 
Provision for wealth tax 
Profit after taxation 
Balance brought forward from previous year 
Amounts transferred from investment 
Allowance Reserve & Investment 
Allowance reserve (utilized) 
Amount transferred from debenture redemption 
reserves 
Profit available for appropriations 
Appropriations: 
(a) General Reserve 
(b) Interim Dividend 
(c) Proposed Dividend on equity shares 
(d) Tax on Dividend 
Balance carried forward 
8 243 356 
166 608 
6 406 025 
1 569 355 
9 842 822 
145 069 
7 713 506 
1 858 136 
4 000 
600 









































ST BALANCE SHEET AS AT 31^' MARCH 2000 
SOURCES OF FUNDS 
Share Capital 
Reserve and surplus 




APPLICATION OF FUNDS 
Fixed Assets 
Investments 
Current Assets, Loans & Advances 
(A) Current Assets 
(i) Inventories 
(ii) Sundiy Debtors 
(iii) Other Current Assets 
(B) Loans and advances 
Less: Current Liabilities and Provision 
Net Current Assets 
Deferred Revenue Expenditure 






1 208 143 
1 538 682 
775 979 
642 775 
2 957 436 







1 197 250 
1 527 786 
1 279 131 
599 083 
3 406 000 
1 269 094 
903 287 
1 379 007 
1 772 411 
275 091 
3 426 509 
713 725 
4 140 234 
3326224 
1 548 767 




2 957 436 
3 620 778 
979 350 
4 600 128 
3 382 115 
1 218013 
15 606 
3 406 000 
Source; Annual Report of Voltas Limited 1999-2000, pp, 14-15 
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CHAPTER 5 
Conclusions and Suggested Practical Model of Inflation Accounting for 
future use by Corporates in India. 
Introduction 
In the preceding chapter we have studied the theory and practice of inflation accounting 
adopted by some companies in India's coi-porate sector such as Ashok Leyland Ltd., 
Bharat Heavy Electiicals Ltd., Carborundum Universal Ltd., and Vohas Ltd., besides 
foreign companies in the selected foreign countiies. This chapter now attempts to draw 
some conclusions of inflation accounting and suggest a practical model of inflation 
accounting for future use by Indian Coiporates. This has become possible on account of 
our study into the problems and prospects of this important tool of accounting in 
measuring the efficiency of an enterprise in these days of rising prices. We shall now 
venture to offer some suggestions for consideration by the Government, professional 
bodies industries and other users of financial statements. It must, however, be bonie in 
mind that until now no method which is acceptable to all has been evolved. Our 
conclusions and suggestions to initiate the implementation of inflation accounting 
techniques are as follows. 
Impact of Inflation on Financial Statements: Accounting for inflation has been under 
consideration* for quite some time but the debate still remains inconclusive. Inflation is 
socially divisive. Individuals who have savings largely in money assets and who are weak 
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in wage-bargaining power become poorer, those who have real assets and have exercised 
their power to borrow and are economically strong become richer. Nobody should wish 
other than success to Government which attempt to restrain inflation, but they are 
unlikely to be able to eliminate it completely, and to the extent that some inflation is 
countenanced by some Governments, they should be prepared to reduce its divisive 
impact. Some movements in this direction can be seen from a proposal on tax on property 
development, schemes whereby the mortgage of house propeity receives an equity 
interest, the threshold provisions of the pay and prices policy. To compensate eveiy 
situation where a person is at risk from inflation would undoubtedly reduce the strength 
of public support for anti-inflation policies, but it seems possible practice to draw a 
dividing line between the personal sector and the corporate sector. Inflation accounting in 
such situations is desirable move, particularly when it leads to a fairer distiibution of tax 
between among companies which gain from inflation and those which lose from it. The 
problem is that the inflation adjusted accounts are not acceptable to many public 
authorities mainly taxation authorities. At the same time coi"porate laws in all the 
countiies require the companies to present a "true and fair" picture of corporate affairs in 
their annual reports. Therefore, even the present day requirements of the authorities are 
changing. From the investors and creditors viewpoint, unless the publication of inflation 
adjusted accounts by the companies become the general practice, they have to make their 
own estimates of the impact of inflation on individual companies. During the past four 
decades there has been several proposals on how financial statements should be adjusted 
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to show the effect of inflation when there were violent fluctuations in prices. The 
financial statements prepared on historical cost basis have become highly distorted. 
Balance Sheet of a business does not reflect true value of assets and liabilities and the 
profits of different periods become incomparable to the present day. Also, the 
infoiTOation disclosed by financial statements raised doubts regarding the soundness of 
investment decisions during inflation and hampers the ability of investors, creditors and 
others to derive useful in^onnation to make proper investment decisions and their 
appraisal. 
Fixed assets shown in balance sheet become a meaningless conglomeration of 
resources purchased at vaiying costs in different years. The depreciation provision based 
on the original money investment of fixed assets represents and amalgam of costs 
incurred at various points of time and does not represent the same amount of purchasing 
power as was originally invested in the assets exhausted during operations. With 
inflation, the historical cost basis of depreciation widens the gap between the annual 
depreciation provision and the cost of used up portion of assets. As a result, the company 
face a difficulties in replacing the assets. Moreover, the depreciation provision when 
matched with sales at current prices leads to an inflated profit figure. In the balance sheet, 
assets are recorded at historical cost basis instead of current prices. Similarly, inventories 
are valued at their acquisition cost. Further, the historical cost of goods sold are matched 
with sales revenue at cunent prices. This results in an inflated profit figure refened to as 
inventory profit. Thus a time lag error is said to arise when an account sets off cost of one 
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price level against revenue of another and the size of the enor is equal to the appreciation 
in historical cost between the cost date and sale date. 
Inflation makes a monetary liability less burdensome. The purchasing power 
represented by claims of creditors falls during a period of inflation representing a gain to 
business. At the same time, on the other hand, there is fall in the purchasing power of a 
bank deposit or an amount due from debtors, thus representing a loss to business. These 
gains and losses are in the nature of costs of holding monetary assets and liabilities and 
should be taken into account while considering the effects of price changes on historical 
cost accounts. In fact, a favourable impact of inflation is the gain to equity holders due to 
the use of fixed charge securities in the capitalization of a company and corresponding 
decline in purchasing power to fixed charge security holders. Since most business 
enterprises had higher debt than internal equity in their capital structure there were 
purchasing power gains due to excessive monetary liabilities. Therefore, management 
based on historical cost is suspect right from the start and financial reporting over the 
year became 'massively sick with the virus inflation'. If the effects of price changes 
events are ignored continuously in accounting, then we may soon find that financial 
reporting will have lost its usefulness and credibility. Therefore, there is a need for a 
suitable accounting system which can take care of the changing prices. 
As regards approaches to inflation accounting, efforts made so far evolve a 
method of acJcounting for inflation have not succeeded. Attempts, are of course, being 
made in this direction. The primaiy reason for this situation seems to be a lack of clarity 
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regarding the objectives of collecting and supplying relevant accounting information. The 
FASB of USA has brought into shaip focus the objectives of financial reporting by 
business enteiprises by issuing Statement of Financial Accounting Concepts (SFAC-1). 
During the past four decades, discussions have mainly centered around two broad 
approaches viz. the general purchasing power (general price level index) approach and 
the cunent cost (specific price) approach. During the sixties preference seemed to be for 
general purchasing power while during the seventies, some variant for cunent cost 
approach was generally advocated. Business enteiprises were largely of the view that 
specific price should be the basis for adjustment for inflation in accounts because it 
maintained the operating capacity i.e., capital intact. This approach, of course, has many 
limitations - comparability, subjectivity, and understandability, being few among others. 
It is because of this that the concerned authorities in India are not adopting in toto the 
cuiTent cost account method as followed in U.K. The general purchasing power is found 
to be theoretically better and it would be used without much practical difficulty because 
this approach adopts a general price index hence the criticisms against the method do not 
hold much ground. Besides, the empirical studies undertaken and use of this method by 
companies to produce supplementaiy financial statements on an experimental basis have 
shown that this method can be used without much difficulty. Thus, the method has the 
advantages of objectivity, comparability and understandability among others. 
As regards inflation accounting practices in some foreign countries viz. United 
States of America, United Kingdom, Canada, France, Belgium, Sweden, Japan, Germany, 
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Australia and Italy, we have come to the conclusion that the accounting for inflation has 
been.in practice for quite some time especially during the last four decades. There have 
been several proposals on how financial statements should be adjusted to show the effects 
of inflation. These proposals are: in the U.S.A. SFAS-33 "Financial Reporting and 
Changing Prices" issued on September 1979 by the FASB. In Canada Section 4510 of 
Canadian Institute of Chartered Accountants (CICA) Hand Book "Reporting the effect of 
Price Changing" issued in December 1982 by the Canadian Institute of Chartered 
Accountants, Toronto. In Austialia, Selective Exposure of Proposed Statement of 
Accounting Standard: "Cunent Cost Accounting Research Foundation, Melbourne. In the 
U.K. SSAP-16 "Cunent Cost Accounting" issued in March 1980 by the Accounting 
Standard Committee, London. The above proposals are not exhaustive but represents the 
serious effects made to come up with right answer for concepts and methods of adjusting 
financial statements for price changes. 
The present position is that though there are veiy few countries which have 
officially adopted accounting for price level changes either as a superior substitute for 
historical cost accounting or supplementary to it but a general consensus is yet to be 
obtained as to the proper Accounting for Price Level Changes standard to be perused. 
Obviously, there was never a consensus on any one method. In fact, this has been the 
greatest hurdle in the way of almost of every country thinking of introducing some 
system of inflation accounting. 
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The need of inflation accounting in India's corporate sector is felt invariably by all 
and sundry, though only a few companies viz. Ashok Leyland Limited, Bharat Heavy 
Electricals Limited, Carborundum Universal Limited and Voltas Limited used inflation 
accounting methods either cunent cost accounting method or general purchasing power 
method. But there is no unanimity among the respondents regarding the methods of 
inflation accounting they would like to recommend for adoption in India. Some preferred 
current cost accounting others has a choice for general purchasing power accounting, 
some liked a combination of the two methods, while majority felt that the inflation 
accounting was not relevant hence the choice of method does not arise. The above-
mentioned companies under study responded that they have used the inflation accounting 
methods just to know the impact of inflation accounting and for information purpose 
only. They are not intending to do the same in subsequent years. The greatest obstacles in 
the way of adopting inflation accounting are: practical difficulties in its implementation, 
non-acceptance of fmal accounts for tax purposes and difficulty in understanding such 
accounts. Inflation accounting by and large is done for management use only. The basic 
objectives of financial reporting does not seem to be considered significant in India. It is, 
therefore, desirable to introduce inflation accounting in the Indian business, although the 
reasons given by the respondents to support the use of inflation-adjusted infonnation 
differed a lot. 
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Suggestions 
In view of the above analysis and discussions, the following may be suggested as 
points to be adhered to while adopting a system of inflation accounting. 
First of all, there is a need to set up a high level committee. The problem of 
changing prices is going to stay more or less permanently. Consequently, serious efforts 
should be made by all concerned to evolve a system of accounting that can take care of 
both inflation and deflation. Accounting system is a function of legal, social, political, 
economic, and other types of environment prevailing in a countiy. We need a system of 
accounting, which can meet the present and future needs of all types of users as also of 
the society. Professional bodies and academics have an important role to play in shaping 
the accounting system. In the U.S.A., the U.K., Canada, Australia and France and many 
other countries, professional bodies have been doing a lot in this regard. In India also, the 
Accounting Standard Board of the Institute of Chartered Accountants of India (ICAl) and 
Institute of Cost and Works Accountants of India (ICWAl) have been issuing standards 
Fifteen standards have been issued so far, which are almost wholly based on International 
Accounting Standards. India has a dominating public sector. Its requirements have also to 
be kept in view while issuing standards in India. It is suggested that a committee on the 
pattern of Accounting Standards Committee (ASC) of U.K. or Financial Accounting 
Standards Board (FASB) of U.S.A. should be formed in India. Such a committee should 
be representative body of financial accountants, cost accountants, management 
accountants, government accountants, public sector accountants and leading academics in 
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the accounting area. This Committee comprising of accounting professionals, 
intellectuals and social thinkers should engage itself into studying the problem and came 
out with remedies and important in the system of presenting accounting inflation with 
view of in computing inflationary trends in the data. 
This committee should issue statements and guidelines which meet the 
requirements of India. Unlike the developed economies where such accounting bodies are 
stiong, and make their voice heard by the Government, the proposed accounting 
committee in the developing economies will need government support, with out which 
the recommendation of such a committee will not be effective. In order to provide 
managerial and administrative tool for maximization of socio-economic progress, this 
committee on the patteni of Sandilands Committee in U.K. should like into the 
standardization of concept, practices, terminology and technology of valuation 
accounting. The committee should also coordinate the activities of all the accounting 
bodies and association in this context and jointly issue a statement of standard accounting 
practice requiring the companies to follow the standards of cunent cost accounting as 
soon as possible. 
Secondly, the Government Statistical Organization should publish monthly, 
without such delays, a new series of price indices specific to particulars industiies for 
capital expenditure on plant and machineiy by these industiies in order to provide a 
standard reference basis, for current purchase price (Replacement Cost) of fixed assets 
Other than land and building, for motor vehicles there should be a separate index. In case 
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where no specific indices are available the indices to be used for valuation of corporate 
assets should have prior approval from the auditors, tax authorities, shareholders, SEBl 
and other bodies. The revaluation should become regular feature but where the cost of 
revaluation is higher, it could be done at an intewal of 3 to 5 years. 
Thirdly, the auditing profession should review its responsibilities from time to 
time in view of the certification regarding 'tiaie and fair' and also the new horizons of 
their profession recently opened and recognised like social audit requirement in India. In 
order to gain exact information of the tine profit situation all enterprises engaged in 
industiy and commerce, and other enteiprises with significant non-monetary assets, 
detennine at least for internal puiposes the amount of profit that is required to preserve 
the operating capacity capital of the enteiprises, and thus for the continuation of the 
enteiprise and the security of its jobs. The results of this exercise may be disclosed in 
directors' annual reports to shareholders. Companies should show the 'value to the 
business' of their plant and machineiy by reference to the appropriate official index, and 
should state in a note to the accounts the reference numbers of official index or indices 
used, unless the directors consider that a different basis of valuation is more appropriate 
and is likely to provide a more precise figure. In that case the directors should show 'the 
value to the business' of the assets concerned on the basis the directors consider 
appropriate subject to certain safeguards and, further, where a change in the basis of 
valuation is made, the fact should be mentioned in the note and the change should be 
done only in consultation with the auditors, revenue authorities and shareholders. 
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Further research needs to be canied out on the techniques of valuing stocks, 
especially the work-in-progress. In case of overseas operations, the valuation of assets 
held overseas should be assessed to their actual location and the basis of such valuation 
be disclosed in the accounts and should be approved by the auditors. The translation of 
results of overseas operations should be done after drawing up the accounts of those 
operations on a Cunent Cost Accounting basis. Marketable securities should be shown in 
the Balance Sheet at their market value. The net book value of assets on a historical cost 
basis and the historical cost depreciation should continue to be shown in the notes to the 
accounts. The annual accounts should include a funds flow statement and the directors be 
required to give a statement on the adequacy of the cash and other liquid resources likely 
to become available to meet the company's requirements in the ensuing years. Land and 
building should be valued on the 'existing use' basis, and where these represent a 
material element of a company's assets, valuations should be prepared with the advice of 
independent valuers. The valuation process should consist of ascertaining to what extent 
changed circumstances have influenced the previous estimates. Companies which are in a 
position to ascertain the cunent cost of each sale at the time it is made, should in future 
use these figures as the basis of the charge for cost of sales in their Cunent Cost 
Accounts. Other companies should calculate a 'Cost of sales Adjustment' by applying 
'averaging method' and show the calculations separately in the Profit and Loss Account. 
Depreciation should be provided on all fixed assets except land and the backlog 
depreciation should not be changed against the Profit and Loss Account. In case where 
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the basis of valuation of an asset is changed during the year, the depreciation should be 
calculated on the basis of the value shown in the Balance Sheet at the end of the year. 
Cunent Cost Accounts should be presented in such a way that ail 'holding' and 
extraordinary gains' are distinguished from 'Cuuent Cost Profit'. Unrealised losses 
should be written off against Revaluation Resei-ve. A summaiy Statement of Total Gains 
or losses for the year along with a statement showing the increase in purchasing power of 
shareholders' funds should be presented in the annual accounts. In the longer term it is 
recommended for the companies to present a 5 to 10 years-summary table in the foim of 
ratios. When fixed assets are revalued in accordance with the principles of Current Cost 
Accounting, amounts for deferred taxation should be provided from the Revaluation 
Resei"ves. Finally, for the utilization of the available technology of inflation and valuation 
accounting as a managerial tool for fighting inflationaiy tiends, there is an urgent need 
for change in the methodology of business accounting, under inflationaiy trends. For 
evolution of managerial tools, leading to maximization of productivity and optimization 
of profit for maximization of socio-economic welfare of the 'people' as well as 
improvement in the status of their 'happiness' the accounting profession has to work 
continuously for presenting, analyzing, and inteipreting the accounting data in an 
improved form. This will involve the departure from conventional accounting practices, 
and change in the outlook, thought-processes and behaviour pattern of accountants, in all 
walks of life. Delay in development and utilization of this technology'is likely to lead to 
considerable erosion of credibility in the integrity of the accounting profession by 
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managers, administrators, executives, investors, creditors, government agencies and 
others. In view of the high rate of inflationary trends throughout the world, therefore, the 
need for early development and utilization of the available technology of inflation 
accounting is highly significant and urgent. The implementation of the above 
recommendation, emanating from this survey and analysis of the area of valuation of 
coiporate propeity and inflation accounting, will go a long way in meeting the cunent 
and future needs of presentation and disclosure of vital financial information in company 
reports and will provide much needed realisation of the price level changes in the 
economy and their impact on company operations, management, liquidity and solvency. 
The Future Direction of Inflation Accounting: Inflation accounting sometimes has 
over tones of a crusade and 1 want to conclude this chapter by tiying to place it in a more 
realistic perspective. Continued inflation is rendering historical cost accounting obsolete. 
The general price level has doubled in the past eight years and at the current pace will 
double again in the next eight. Current cost accounting is conceptually a better 
measurement system under these conditions but there are practical difficulties in costing 
some types of assets. The replacement cost method of pricing is well understood and 
accepted for inventories because the turnover time is short and new purchases quickly 
provide new prices. Fixed assets, which are often unique or special puipose stiuctures 
with long lives, are more difficult to price each year. Technological change may 
introduce other problems. Nevertheless, as businessmen and accountants continue to 
develop current cost data, accuracy will improve. 
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Inflation accounting can aid economic decisions by providing better measurement 
and eliminating some of the euphoria that is generated by inflation inspired historical cost 
results. But it is not going to change the basic thrust of most of these decisions because 
the fundamental content of accounting statements will tend to be the same under either 
method. Sales are the same, and most costs and expenses are the same and cash flow is 
the same, current cost accounting separates operating income and holding gains and this 
becomes more important to capital maintenance as that rate of inflation rises. 
Factors in user adoption: Investors and analysts have been slow to adopt inflation 
adjusted financial statements because the additional information they provide is viewed 
as marginal compared with all other factors that affect company earnings and financial 
posifion, management, markets, new products, competition, labour costs, etc. Adopting 
new financial measures is analogous to learning to convert from gallons to liters at the 
gas pump: we continue to tianslate liters back to gallons until eventually we get used to 
metiic measures. Likewise, the advantages and insights provided by current cost 
accounting will become better understood, more data will become available, and 
communication about financial statements will gradually shift from the old to the new 
system. 
Inflation accounting will have to deliver different messages than historical cost 
accounting from time to time and these messages will have to prove meaningful. If the 
trend of current cost eamii.gs merely parallels historical cost earnings at a lower level, 
they will not add much infonnation. That was the composite pattern between 1976 and 
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1979. The 1973 - 1975, or possibly the 1980, divergences provide opportunities for 
current cost earning to provide their value. 
The future course of inflation will deteniiine the pace of adoption. If the 
administration's current monetary policy persists for another two years or so, we should 
see a much lower rate of inflation and the impetus for a change in accounting will lapse. 
But if the current rate of inflation continues, interest in cuitent cost accounting should 
accelerate. 
Suggested Model 
In view of the study made in this dissertation 1 would like to suggest the following 
standard model for inflation accounting for future use by corporates in India. 
i. All companies should adopt accounting for inflation so that they can constantly 
monitor whether or not they are maintaining their real capital. 
2. The system of accounting for inflation should be so designed that the 
accounting measurement generated by it are useful to the internal as well as 
external users. If it is feasible for the management to publish these 
measurements with their annual balance sheets, they must publish it. However, 
it must be carefully reviewed before publication so that the supplementaiy 
information is technically sound and is useful to its users. This would be 
vouched by an independent auditor. 
3. In view of the fact that the application of general price level adjustment 
method is valid, it is recommended that all enterprises in India should use this 
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method to account for price level changes. The Government agencies and other 
bodies should undertake the task of preparing and publishing the indices of 
various types which could be for this purpose. The enterprises should build up 
their accounting system in such a way that the balance sheet for present year 
indicates the value of assets on cunent purchasing power and not on historical 
or written down value. 
4; To provide information partially in notes appended to financial statements or 
as supplements can only be a temporaiy solution. In the long run, the effects of 
material price change events will have to be recognised in the basic accounting 
model if financial reporting is to be useful in decision making. 
5. After proper empirical experimentation the feasibility of substituting allocation 
basis of accounting with cash flow accounting should be examined over the 
long run for reason cited earlier. 
6. The goveiTunent should, in the general interest of the public, take immediate 
steps to ensure that the enterprises maintain their maximum capacity. It can be 
achieved by retaining differences between historical cost profit and general 
price level profits. 
7. To facilitate the tiue and fair comparison between the different enteiprises over 
the years or within the enteiprise over the years, the accounting for inflation 
should be used. 
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8 The researchers should develop the various tools and techniques in the same 
manner as are developed by the foreign scholars. The accounting bodies of 
India should also build up a standard for shielding the impact of inflation on 
historical accounts. 
9. Although a Guidance Note for Accounting for changing prices has been issued 
in December 1982 by ICAl, it was recommendatory in nature and did not have 
much impact on preparers or users. Moreover, its recommendations were 
limited only to collective steps that should be taken to rectify. The distortion of 
items on which the impact of inflation is significant until the development of 
full fledged current cost accounting system was missing and hence these points 
should form the basis of inflation accounting practices in future. 
10. A Board of Committee should be set up by the Govemment in which members 
should be academicians, professional accountants, representatives of central 
Board of Direct taxes and the Company Law Board, Trade Unions, Stock 
Exchanges, Chambers of Commerce, Shareholders, Associations Bankers and 
Financers. These members should give more attention for the developments of 
this subject so that the maximum benefit could be derived by the users of 
financial position statements. They should also provide more techniques on 
this subject enabling to fight the inflationary pressures on the accounts of 
enterprises. 
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1. Finally, the solution to the problem of inflation accounting should not be on an 
adhoc basis. In fact, we should make efforts to devise a method of accounting 
which has a built in mechanism to adjust to changing (increasing or 
decreasing) prices. This method should be sound in theory and help the users in 
making rational economic decisions. An effort has been made during the past 
decade by some well-known academics and professionals to examine the 
possibility of adopting Cash Flow Accounting (CFA). It is claimed that the 
proposed Cash Flow Accounting, besides taking care of most of the short 
coming of the General Purchasing Power Accounting and Current Cost 
Accounting, provides good indicators of liquidity and perfonnance of a 
business enteiprise which are essential for making wise investment decisions. 
It automatically makes adjustments for increasing or decreasing price and has a 
proper rationale. The cash flow accounting should appear as supplementaiy 
statements to the conventional accounts of an enterprise. As time passes and 
the users of financial statements gain sufficient knowledge about the usefulness 
of cash flow accounting infonnation, the conventional profits and loss account 
can be dispersed with and replaced by a statement of cash flow. Certain 
modification to the historical cost balance sheet would also be necessaiy to 
introduce cash flow orientation into the position statements. 
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APPENDIX-I 
List of Selected Companies 
Companies from which completed questiomiaires were received, have been mark with an 
asterisk (*). 
1. Ansal Housing & Constiiiction Ltd., New Delhi. 
2. Anurag Construction Company Ltd., New Delhi 
3. The Ahmedabad Electricity Co. Ltd., Mumbai. 
4. The Ahmedabad Manufacturing and Calico Printing Co. Ltd., Ahmedabad. 
5. Alkali and Coiporation Ltd., Calcutta. 
6. Apollo Tubes Ltd., New Delhi. 
7. Air India, Mumbai. 
8. Andhra Pradesh Paper Mills Ltd., Rajahmundry, Andhra Pradesh. 
9. Andhra Pradesh Rayons Ltd., Hyderabad. 
10. Apollo Tyres Ltd., Cochin. 
11. Ashok Leyland Ltd., Chennai.( * ) 
12. Ashok Paper Mills Ltd., Calcutta. 
13. Associated Bearing Co. Ltd., Mumbai. 
14. Associated Cement Companies Ltd., Mumbai. 
15. The At\il Products Ltd., Ahmedabad. 
16. Babhnan Sugar Mills Ltd., Calcutta. 
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17. Belapur Sugar and Allied Industiies Ltd., Mumbai. 
18. Bharat Gears Ltd., New Delhi. 
19. Bailarpur Industries Ltd., Maharashtia. 
20. Bank of Baroda, Baroda. 
21. Bharat Seats Ltd., New Delhi. 
22. Bank of India, Mumbai. 
23. Bhushan Steel & Strips Ltd., New Delhi. 
24. The Baroda Rayon Corporation Ltd., Surat. 
25. Bayer (India) Ltd., Mumbai. 
26. Belaphar Refractories Ltd., Orissa. 
27. Bharat Starch & Chemicals Ltd., New Delhi. 
28. Bhadrachalam Paper Board Ltd., Secundrabad. 
29. Bharat Aluminium Co. Ltd., New Delhi. 
30. Bharat Coking Coal Ltd., Dhanbad, 
31. Bharat Earth Movers Ltd., Bangalore. 
32. Bharat Electronics Ltd., Bangalore. 
33. Bharat Heavy Electrical Ltd., New Delhi. ( * ) 
34. Bharat Heavy Plates & Vessels Ltd., Visakhapatnam. 
35. Bharat Ophthalmic Glass Ltd., Durgapur, W.B. 
36. Bharat Petroleum Corporation Ltd., Bombay. 
37. Bharat Pumps and Compressors Ltd., Allahabad. 
38. Bharat Refractories Ltd., Bokaro. 
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39. Bihar Alloy steels Ltd., Bihar.( * ) 
40. Birla Yamaha Ltd., Mumbai. 
41. Binny Ltd., Madras. 
42. The Birla Jute Manufacturing Co. Ltd., Calcutta. 
43. Bombay Burmah Trading Coiporation Ltd., Bombay. 
44. The Bombay Dyeing & Manufacturing Co. Ltd., Bombay. 
45. Bombay Suburban Electricity Supply Co. Ltd., Bombay. 
46. The Britannia Biscuit Co. Ltd., Calcutta. 
47. Braithwaite & Company Ltd., Calcutta. 
48. Brooke Bond India Ltd., Calcutta. 
49. Bum Standard Co. Ltd., Calcutta. 
50. The Calcutta Electiic Supply Coiporation (India) Ltd., Calcutta. 
51. Clutch Auto Ltd., New Delhi. 
52. Canara Bank, Bangalore. 
53. Cauvery Sugars and Chemicals Ltd. Chennai. 
54. Carborundum Universal Ltd., Chennai. ( * ) 
55. Cement Corporation of India, New Delhi. 
56. Cential Coalfields Ltd., Ranchi. 
57. Central Inland Water Transport Coiporation Ltd., Calcutta. 
58. CentraLMine Planning and Design Institute Ltd., Ranchi. 
59. Central Warehousing Corporation Ltd., New Delhi. 
60. Century Enka Ltd., Calcutta. 
227 
61. The Century Spinning & Manufacturing Co, Ltd., Bombay. 
62. Chemical & Fibres of India Ltd., Bombay. 
63. Chloride India Ltd., Calcutta. 
64. Chowgule Steamships Ltd., Goa. 
65. Coal India Ltd., Calcutta. 
66. Cochin Refineries Ltd., Kerala. 
67. Cochin Shipyard Ltd., Cochin. 
68. Colour-Chem. Ltd., Bombay. 
69. Coromandel Fertilisers Ltd., Secunderabad. 
70. . Cynamid India Ltd., Bomabay. 
71. Delton Cables Ltd , New Delhi. 
72. DLF Industries Limited. New Delhi. ( * ) 
73. DCM Toyota Ltd., New Delhi. 
74. Delhi Cloth Mills, Delhi. 
75. Deposit Insurance and Credit Guarantee Coiporation, Bombay. 
76. Dharamsi Morarji Chemical Co. Ltd., Bombay. 
77. Dredging Coiporation of India Ltd., Visakhapatnam. 
78. Dunlop India Ltd., Calcutta. 
79. E.I.D. Parry (India) Ltd., Madras. 
80. East India Hotels Ltd., Calcutta. 
» 
81. Expo Machinery Ltd., New Delhi. 
82. Escorts Tractors Ltd., New Delhi. 
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83. ECE Industries Ltd., New Delhi. 
84. Engineers India Ltd., New Delhi. 
85. Escorts Ltd., New Delhi. 
86. Fertilizer Corporation of India Ltd., New Delhi. 
87. Hero Honda Ltd., New Delhi. 
88. Hindustan Fertilizers Coiporation Ltd., New Delhi. 
89. Hindustan Insecticides Ltd., New Delhi. 
90. Hindustan Lever Limited, Mumbai. 
91. The Hindustan Machine Tools Ltd., Bangalore. ( * ) 
92. Hindustan Petroleum Corporation Ltd., Mumbai. 
93. Hindustan Organic Chemicals Ltd., Maharashtra. 
94. The Indian Cements Ltd., Chennai. 
95. Indian Airlines, New Delhi. 
96. Indian Aluminium Company Ltd., Calcutta. 
97. Indian Iron and Steel Company Ltd., Calcutta. ( * ) 
98. The Indian Tube Company Ltd., Calcutta. 
99. l.T.C. Ltd., Calcutta. ( * ) 
100. J.K. Industries Ltd., Calcutta. 
101. Kothari (Madras) Ltd., Madras. 
102. Larsen and Toubro Ltd., Mumbai. 
103. Mafatlal Industries Ltd., Ahmedabad. 
104. Mahindra and Mahindra Ltd., Mumbai. 
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105. Majestic Auto Ltd., Ludhiana. 
106. Mittal Fertilizers Ltd., Delhi. 
107. The Minerals and Metals Trading Corporation of India Ltd., New Delhi 
108. Mohan Meakin Ltd., Himachal Pradesh. 
109. Motor & General Finance Ltd., New Delhi. 
110. Nestle India Limited. New Delhi. 
111. National Building Construction Corporation Ltd., New Delhi. 
112. National Fertilizers Ltd., New Delhi. 
113. Nirma Limited. Gujarat. 
114. National Projects Construction Corporation Ltd., New Delhi. 
115. National Seeds Corporation Ltd., 
116. National Small Industiies Coiporation Ltd., New Delhi. ( * ) 
117. National Textile Corporation Ltd., New Delhi. 
118. Oil and Natural Gas Commission, Dehradun. 
119. Orient Paper and Industries Ltd., Orissa. 
120. The Oriental Fire and General Insurance Company Ltd.. New Delhi. 
121. Phillips Carbon Black Ltd., Calcutta. 
122. Polar Industries Ltd., Calcutta. 
123. Ponds (India) Ltd., Chennai. 
124. Prakash Industries Ltd., Haryana. 
125. Reliance Enterprises Ltd., Ahmedabad 
126. Steel Authority of India Ltd., New Delhi. ( * ) 
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127. Tata Timken Ltd., Calcutta, 
128. Tata Chemicals Ltd., Mumbai. 
129. The Tata Iron & Steel Company Ltd., Mumbai. 
130. Tata Oil Mills Company Ltd., Mumbai. 
131. TVS-Suzuki Ltd., Chennai. ( * ) 
132. The Tata Power Company Ltd., Mumbai. 
133. The Unit Trust of India Ltd., Mumbai. 
134. Usha Beltron Ltd., Bihar. 
135. Usha India Ltd., New Delhi. 
136. Videocon Appliances Ltd., Aurangabad. 
137. Voltas Limited. Mumbai. ( * ) 
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